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The preaent essay is the derelopment of an inyestiga- 
tion begun some yean ago of an unimportant portion of 
our Internal Bevenue System. At that time the federal 
revenues were largely in excess of all current demands 
of the Treasury ; and the policy of the jiarty dominaiit 
in the councils of the nation seemed to be towards tlie 
gradual reduction, if not the permanejit relin^uishmeuti 
of all of the internal or excise taxes. 

With the alterations of tho customs schedule in 1894| 
however^ and tho diminution of colle<;^ions from exter- 
nal sources, it became apparent that further recourse to 
inland objects would be necessary; and in view of the 
paucity of literature bearing upon the Internal Btovenua- 
Systenii it seemed that a narration of thp history of a 
department of our fiscal service, wi:ich producesg at tlio 
present time upwards of one hundred and forty-fite mil- 
lions of dollars, or nearly forty per cent of the total 
collections of the federal government, would not be 
untimely or wholly devoid of interest. And! the ex- 
periences herein recounted most clearly indicate how 
almost inexhaustible are the sources of taxation as yet 
untouched of which the Treasury may avail itself in 
case of need, and show an array of unused taxes and 
unopened resources unparalleled in contemporary bad« 
getary history. 
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I desire to make acknowledgment of the assistance 
lendered in the preparation of so much of the following 
pages as covers the period of the Civil War to the 
learned researches of Hon. David A. Wells, the chair- 
of the Bevenue Commission of 18G5| and the later 
Special Commissioner of the Bevenue. The 
student of this period must recognize his indebtedness 
to the work of this eminent economist and statistical 
expert^ whose careful and scholarly investigations of 
mlmost every phase of the revenue experiences of the 
time, as well as the industrial nsi)ects and influences of 
the same, are an inexhaustible fund from which to draw, 
and greatly alleviate the labors of those who may follow 
after him in a field which he has made completely his 
own. In that portion of the essay which relates to the 
taiiation of distilled spirits, as well as the relation of 
the excise to prices, wages, and industry, I have made 
liberal use of his investigations, although I have taken 
the liberty of diifering from some of his conclusions. 

I am further indebted to Professor Kichard T. Ely of 
the University of Wisconsin for many kindly aids and 
suggestions as to the scope and character of the work, 
as well as for encouragement in its completion. I am 
also under obligations to Professor Charles 11. Haskins 
of the same university, and Dr. Charles J. Bullock of 
Cornell University, for reading the manuscript, to 
whose kindly criticism and suggestions some important 
changes in the plan of the work are due. I am also 
greatly in debt to Professor David Kinley of the Uni- 
iPtfstty of Illinois for reading the proof-sheets. 
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INTRODUCTORY. 



Thk history of th« first century of oai Bational liffl 
natuially divides itself into three periods, quite distinct, 
and characterized by political ideas wore or less diverse. . 
The first is the tentative, experimental period iminedi- 
ately subsequent to the organization of the government 
under the nev Constitution, when the nation, timorous 
of self and even more apprehensive of lapsing into state 
anarchy, gathered itself together for the work of unifi- 
cation; when the government, endowed with unusual 
powers and blessed with guiding hands, possessed of the 
confidence of all, aimed, l>y the utilization of the powers 
entrusted to it, to strengthen the federal framework, and 
repair the evils engendered by the impotent Confcdera> 
tion. Conscious only of new strength, and heedless, if 
not ignorant, of the hidden springs of State jealousy 
which it offended, the Federalist party was led into 
excesses, which the people, sensitive of aiiy impairment 
of the prerogatives of the States, later resented at the 
polls. Nationalism attempted too much, and recoiled 
upon itself. The centralising tendencies of Hamilton, 
looking to a high tariff, a federal excise, and a national 
banking system, all encroachments upon the powers, of 
the States, were in advance of pnblio sentiment, and 
militant federalism was forced to retire before the 
pTejudtc«s of State eonMrratism. The Vnioa nost bt 
1 
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canserredy all agreed, but its flight must not be too 
high. Increase of power was felt to be cousin-german 
to abuse of power; and democracy, in the minds of 
man J, was only consistent with little goTcmment. 

This conserratire attitude, with respect to the im- 
portanee of the States, found frequent expression in the 
sentiments which controlled political thought and action 
during the long period which extended from the opening 
of the century down to the outbreak of the Civil Warj 
a period when the limitation of goTcnimental functions 
to the smallest iKMsiblo compass was tlio aim of the 
party in power, and " let alone ^ its conscious attitude 
towards internal affairs. It was a period of iwlitical 
•egrcgation along economic lines, of extreme simplicity 
in manners and customs, of wide diffusion of comfort 
and wealth, and of little diversity in industrial life. 
During this period the financial policies were simple. 
A low tariff sufficed for all the needs of a frugal ad- 
ministration of affairs ; and, saving the temporary war 
duties imposed during the emergencies of 1812 and the 
few years following, no attempt was made to derive 
revenues from internal sources. 

With the outbreak of the Civil War, however, neces- 
•i^ enforced, a more liberal interpretation of the Con-, 
stitation, and the next few years witnessed a radical 
change in political ideals, till these were brought more 
into harmony with the broader, fuller national life upon 
which the country was entering; for, just as the period 
antecedent to 1861 is characterised by restricted finan- 
cial operations, moderation in taxation, and deficit finan- 
cierfaig^ so, since that time the pendulum has swung 
to the opposite extreme, and the tendencies dominant 
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during the past three decades have 'been towards the 
fullest possible utilization of constitutional powerSy and 
the gradual increase in governm^tal: activities. 

Revenues extraordinary have beei) extracted from the 
people, which have been disbursed witli but little regard 
for economy. Instead of a tariff for revenue only, the 
machinery of taxation has been made to do service to 
special interests ; while in place of the tentative internal 
revenue system, so ungracioiuily sanctioned in cases 
of emergency by earlier administrations, a permanent' 
excise has become a recognixod portion of. our revenue 
service. 

Of this constitutional development the history of our 
budgetary management is but the reflex. The position 
occupied oy the customs and internal taxes is but the 
mirror of opinions prevailing as to the nature of the 
Union ; and it was not until the war luid laid constitu- 
tional scruples at rest that the latter were discussed at 
all dispassionately, or escaped the realm of purely parti- 
san agitation. 

This constitutional development is reflected quite 
graphically in the revenues and expenditures of the 
Treasury, and it may not be impertinent briefly to con- 
sider them. 

Even in the early days of the Republic, there is no- 
ticeable a persistent tendency of expemlitures to increase 
more rapidly than population. From 1702 to 1708 dis- 
bursements rose from 91,877,000 to 94,023,000. Ten 
year» later they had further increased to 96,504,000| 
while by 1820 they had still further risen to 913,184,000. 
From this time on down to the outbreak of the war, even 
under the restrictive tendencies dominant in the Demo- 
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enlie pftrty, ezpenditares roae from an average annual 
disbuBement of 912,390,000, or 91.07 per capita, during 
the decade extending from 1821 to 1831, to an annual 
aTeiage of 924,740,000, or 91.61 per capita, during the 
•oeeeeding one. During the next decade, while the total 
ATerage annual expenditure increased nearly forty per 
cent, the per capita increase was but about one and a 
quarter per cent From 1851 down to the entrance of 
the Republican party into power, the average annual 
per capita increase was twenty-six per cent, while the 
total average annual expenditure grew to nearly fifty** 
eight millions of dollars. 

Karked though these exhibits are, they sink into in- 
eignificance in the light of later history. During the 
five years from 1861 to 1866 the expenditures, exclusive 
of interest charges and the public debt, reached the 
extraordinary average of 9712,720,000 per annum, being 
921.07 per capita in currency, or 914.32 per capita in 
gold, a rate of increase in currency of 920 per cent as 
conpared with the average of the previous decade. 
This exhibit would have naught save an historic interest 
had ezpenditares returned to a normal peace basis, and 
the comparative frugality which characterized the seven 
decades of our history previous to the war again assumed 
•way. But such was not to be the case. The Constitu- 
tion had been bent to the breaking-point, and it would 
Bot lesome its former rigidity. The ease with which 
keretofoie undreamtof resources could be acquired, and 
tte apparent acquiescence of the people in governmental 
•ztravagance, indnced a prodigality in the disposition of 
pddie funds which has gone on unabated to the pres- 
day. MoreovoTi tho passion for spending money, 
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once acquired, is only relinquished at the mandate of 
an oppressed people; and the apparent prosperity of 
all classes, and their acquiescence in the taxes, led to a 
continuance of the policy inaugurated by the war: For 
the fiscal year 1867, two years subsequent to the clofc 
of hostilities, tho total expenditures, exclusive of boun- 
ties and payments on account of the public debt, was 
9191,664,677 (in currency), as compared with an average 
annual expenditure of fifty«eight millions (in gold) for 
the decade previous to the war, an increase of two hun- 
dred and forty per cent This remarkable increase is 
manifest not only in the war, navy, and other depart- 
ments, but also in tho civil list (156 per cent), foreign 
intercourse (35 per cent), miscellaneous (112 per cent), 
Indians (60 per cent), pensions (1,939 per cent), as 
compared with the disbursements for the fiscal year 
1861. 

During the next five years the net expenditures for 
war purposes manifest a tendcpcy to decline, with a less 
than corresponding increase for pensions and miscel- 
laneous purppses, the net expenditures in 1872 being 
9153,201,856. For six years more a spirit of econ- 
omy marked the use of public funds, although tho gross 
annual expenditure was reduced 'but little. From this 
time on down to the present date the disbursements of 
Congress have been made with a prodigal hand, and upon 
few departn^ents of the government has the restrain- 
ing hand of economy been laid. In 1878 the customs 
revenue began to increase at a phenomenal rate, which 
continued unabated down to 1893. The same movement 
is manifest in receipts from inteninl sources, despite tlie 
constant reductions in the rates. A troublosonie surplus 
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presented itself. Customs duties, instead of being low- 
ered, were raised; and the abatements in the excise 
taxes gave but a temporary relief, soon compensated by 
the increase in the consumptive power of the people. 
An era of extravagant expenditure set in, only surpassed 
by the ex])erience of the war. Di8bui*scmcnts for pen- 
sions grew from twenty-seven millions in 1878 to twice 
that sum two years later. During the next decade they 
increased to one hundred and seven millions, wliile by 
18M they had grown to one hundred and forty-one mil- 
lions. During the same period Indian appropriations 
were doubled, as were those for miscellaneous purposes 
and the navy department 

Thus,- for 1804 the total net expenditures were as 
follows: — 

i 

FflT tbe dvU etUblUhment, including foreign 

inteiMWW, publie traihllngs, collecting ilio 

rerenvet, deficiency in poeUl ravouaes, 

ivfvnd of direct taxes, bounty on tiigiir, 

District of ColvmbiA, snd other miscel- 

IsMOMezpenses $101,0A33M 07 

the niUtary establishment, Including 

ifreis and harlmrs, forts, arsenals, and sea- 

coasl defences 64,fiS7,02S 85 

the naral establishment, including eon- 

s tra c U ey of new vessels, machinery, arma- 

Meai, e<|uipiBent, and improrements at 

MTy-yards 31.701,203 79 

rerlBdiaaserrlos 10,21)3,481 D2 

Far p s Bstai s 141,m,2S4 00 

F)ariBlM«sl€B the pablle debt 27,S41,4oa G4 

FscpsBlal senios 75,080,479 01 

Tetal tzpsiidltarss $442,005,758 87 

Oae of the influences to which this extravagant expen- 
is attribatable is the policy of surplus financier- 
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ing, induced by the redundant revenues subsequent to 
the resumption of specie ^xiymcnts ; and tlie i^arty domi- 
nant in the councils of the nation, threatened with a per- 
manent surplus in the revenues, was under pressure to 
reduce the scope of the internal revenue system, and 
some few individuals, solicitous for the preservation of 
existing tariff arrangements, even advocated its entire 
abolition. But there is reason to believe that the future 
will see an even greater dependence upon the excise 
than at present While the party but recently in power 
has not seriously imperilled the revenues, the reduction 
of the customs duties has already rendered necessary 
greater reliance upon inland sources. 

And in order that we may properly consider our 
present fiscal arrangements, with a view to possible alter- 
ations in the future, it is necessary to understand the 
past While the abounding prosperity of the nation 
has rendered, the people more or less indifferent to the 
weight of national taxation, as well as its incidence and 
diffusion, there are vital questions to be solved in a just 
arrangement and distribution of burdens. Shall the 
amount collected upon inland subjects be increased or 
diminished ? Shall regard be had to the « poor man's 
luxuries," and wliiskey, beer, and tobacco be favored by 
a light tax ; or shall wo consider the harmful social re- 
sults incident to such use, and levy rates so high as to 
prove a deterrent to consumption ? Shall the machinery 
of government be used as a means for the readjustment 
of the inequalities in the distribution of wealth by a 
gnuluated income and inheritance tax ; or shall siiecial 
legislation be carried a step farther, and the system be 
used for the suppression of such articles as oleomarga- 
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line and other products which enter into competition 
with protected products ? These are but a few of the 
qnestions which present themselves at a time when the 
fieeal relations are in an unsettled state. The teachings 
<rf the past will aid us greatly in their determination. 
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CUAPTER L 
BABIiT hTSWMSTB AT ZNTBRNAL TAXATION. 

The immediate cause of the failure of the Articles of 
Confederation was a fiscSal one, and lay in the jealous 
restrictions imposed by the nascent States upon the 
Continental Congress. All power to tax was denied the 
government Congress, it is true, possessed ample au- 
thority to borrow money, but was intrusted with no 
power to provide for the repayment of the same, save 
by requisitions upon and recommendations to the indi- 
vidual States, which were pledged upon their public 
faith to obedience to the same. But this makeshift of 
State api)ortionment8 had early failed through the apa- 
thy of the State governments, relieved of the bond of 
common danger, and oppressed by the burdens of their 
own local indebtedness. At the same time a depreciated 
paper currency, issued for the conduct of the war, had 
undermined the credit of the government both at homo 
and abroad ; and this, together with the failure of means 
to meet the recurring interest charges upon the public 

9 
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debty left no avenue of escape from impending bank- 
ruptcy, save through the adoption of a new framework 
of goTemment, or the granting of enlarged powers to 
the Confederation. 

The former alternative was fortunately chosen ; and 
the Constitution of 1787 issued from the hands of the 
Convention liberal in its grant of that power which is 
fundamental and most essential to any form of sov- 
eieignty, namely, the power of taxation. 

By the provisions of this instrument the customs and 
excise taxes were intrusted to the new federatioui while 
direct taxes were sanctioned, provided they were appor- 
tioned among the several States according to their re- 
speettve numbers. 

Strange as it may seem, that section of the Consti- 
tatioB which empowers Congress ''to lay and collect 
Taxes, Duties, Imposts, and Excises ** was enacted with- 
out oppoution rr discussion. From an examination of 
the debates of the Convention, it would appear that this 
provisioD, as reported by the committee of final revision, 
was taken without emendation from the resolutions said 
to have been introduced by Charles Pinckney; and no 
exception seems to have been raised to its adoption. In 
faety from the tone of the discussions and the dispropor- 
Ikmate amount of time devoted thereto, it would ap- 
pear that the Convention apprehended, as not wholly 
ifliprobable, a continuance of the old plan of raising 
revenues by means of requisitions upon the States ; for 
we find considerable solicitude manifested, and several 
leaolutions were introduced providing that all moneys 
to be raised for supplying the public Treasury by direct 
iBxalioD should be assessed on the inhabitants of the 
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several States according to the number of their repre- 
sentatives.* 

The plan of direct taxation by apportionment was/ 
evidently adopted, with but little appreciation of its' 
import, as a portion of one of the famous compromises/ 
of the Convention ; yet, ev^n with this safeguard to its 
use, great apprehension was manifested lest it should 
be made use of by Congress to the prejudice of certain 
sections. Soon, however, it came to be viewed mainly \ 

1 UnfortiuiAtoly, the Journal of the proooodings of the ConTentkn 
throws but little light upon the attitude of tliat body to the intomal 
roventto system, or as to what was to constitute "direct taxation.*' 
It appears that on the 11th of Jnly tliere was a debate of some 
warmth involving the question of slavery; and on tlie day following 
Gouvemeur Morris of Now York submitted a proposition " that^taza- 
tion shall bo In proportion to representation," which was passed with 
tlie insertion of tlie wortl " direet," so that i,t stood, " provided always 
that direct taxes ought to be proportioned to representation." — 
See 2 " Madison Papers," by Gilpin, pp. 107&-10S1. 

On the 24th of the same month Mr. Morris said that "he hoped 
the eommittee should strikeout the whole clause. ... He had only 
meant it as a bridge to assist us over a gulf; having passed the gulf, 
the bridge may be removed." He thought the principle laid down 
with so much strictness liable to strong objections. — Ibid., p. llflT. 

That gulf was the sliare of representation claimed on the part of 
tlio South for their slave population. But tho bridge remained, and 
from tlienceforth all parties seem to have avoided the subject; for, 
with one or two Immaterial exceptions, It does not appear that It was 
again adverted to In the Convention, and tlie clause was silently 
incorporated Into the Constitution as that instrument was Anally 
a«1optod. Nor does It appear tliat on tlio floor of tlie Convention 
any attempt was made to deSiie tlio words used or tlie exact eon- 
stmotloii to bo placed upon them. 

Umlor tlie Confederation, rcitnlNltlons u|ion the States wete col- 
lected by State oittclals, Ufion such subjects and by such methods as 
were employed In the Individual commonwealths. Congress came In 
touch only with tlie States, mH with the citlten. 

This plan persisted In the Constitution In the provlakm relating to 



12 TUB INTERNAL REVENUE SYSTEM. 

lis aa emergency tax, to be relieil ou only in caae of the 
ioadequacy of the customs and the excise. Such is 
the opinion generally expressed in defence of the Con- 
stitation by pamphleteers of the day.^ 

That the time would come when wealth would be 
geogtaphipally so distributed that such a plan would 
be grossly inequitable docs not seem to have been aiitici- 
pated, nor is there any indication in tlio debates of the 
CoDTention of the later hostUity to the excise or internal 

lerenne system* 

With the organization of the government under the 
BOW instrument, public opinion pointed unequivocally 
to Hamilton as the Theseus alone capable of freeing 
Ike chained resources of the country, and of bringing 

Meel taaulioii, In •© fur •§ It tabstitatad tor the nil« of unirormitj, 
whkA pffWsIM In Uie cmo of (be excise and impost, that of appor> 
>t npos sooM fpeclAed basis; but as to what was includod in 
ji "diroct," within tho intent of tlie framera of tiie Consti- 
H Is Impossible to more tlian eonjoctnre. As defined bj tho 
,^^,,je Cosrt, In the several cases which have come before it for ail- 
j^nitlfln prior to the late Income-Uz case, Jnst as in the cetobrated 
Ic^O-tender decisions, historic gnmnds have been relied on so far as 
MMfftainable; bnt, in the lif^ht of the vaipieness iind poverty of such 
kMwMge, the decisions hare turned mainlj upon a priori irrounds 
•r icesnnalilfinnss and public policy, tho courts holding that a Klrict 
BclMrtlflr failerpreUtion of the term "direct** would be repugnant to 
fMson, and would enfeeble tho Fe«1ora1 Government, and have arid- 
Ifarily'assamed that the framera of tho Constitution used the expnss- 
■laa hwdvertently awl without fully appreciating iU consequences. 
For this rrawm tlie term acquired a k^nil meaning unknown to the 
pUfaafinlnpr of ffnancs and economics. 

1 Bc6 Alexamler C. Uansmi in " raniphlcts on tho Crnstilution, 
tna-nrn,*" edited liy Paul L. Ford, p. 2^^. Also pp. IfiO and .TfW of the 
flee, further, tlie assuaging remarks of lUmiltmi in tlio !>©• 
of New York on the Adoption of tho Coiistitntion, '*Klllot's 
r vol. M., p. aiT. (Pub. by LIpplncott & Co.) Also Bute 
Tol. 1., p. on, "Report on the Public Credit." 
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EARLY ATTEMPTS AT INTERNAL TAXATION. 18 

order out of the existing fiscal chaos; and tiie new 
secretary, when invested with office, speedily indicated , 
his intention to utilize to the fullest the generous grant 
of power which the Constitution oonferied, and at once 
introduced measures for the funding of the public debt^ 
and the assumption of the debts of the Statea incurred 
for the conduct of the war, for the authorization of a 
national bank, as well as plans for an adequate revenue 
from the customs and the excise. Of these, the prob- 
lem of ways and means was by far the most pressing, 
and various forms of customs duties were at once 
proposed. Madison introduced a resolution providing 
for an impost somewhat similar to the one so warmly 
debated by the Congress of the Confederation in 1783; 
but it did not meet with Hamilton's approval, who 
preferred a general ad valorem duty on all impor*. 
tations, with a modest excise system based upon wines 
and spirits, upon which objects he thought it would ' 
«*be sound policy to carry the duties as high as will 
be consistent with the practicability of a safe collec- 
tion.'' » 

In all of these proposals the secretary studiously 
avoided innovations, save in so far as appeared necessary 
to accommodate the tried experiments of older countries 
to colonial conditions ; and his several rcix)rts bear evi- 
dence of considerable intimacy with the current financial 
theories of the day, while tlio resemblance which his 
snggestioiis on tho excise licar to Knglish precedents 
can hanlly be considered accidental. In this latter 
regard the colonics were not deficient in examples ; for 
the greatest diversity existed in the revenue systems 

< 8tiile Pnpert, PlMMice, toL L, p. IB. 
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oC the rarioas States, in all of which, however, the 
birthmark of their common British origin is apparent 
This diversity has persisted to the present day, and it 
it only possible to understand the inextricable confusion 
•and hopeless lack of scientific principles in State taxor 
tion by reference to the economic and social conditions 
vnder which they came into being. Some form of 
laisiDg funds for communal purposes doubtless existed 
from the earliest settlements; and, save in a few in- 
stances, English forms and methods served as models. 
But political conditions were simple in the extreme, 
and the demands for revenue were met by devices cor- 
lespondingly simple. With growth in the complexity of 
iocial conditions, however, recourse to internal sources 
was rendered necessary ; and the more palpable forms of 
property, as land, horses, cattle, stock in trade, house- 
hold plate and furniture, and other tangible and easily 
ascertained forms of wealth, were first chosen for taxa- 
tioD. Land was, of course, the most important, as well 
as the chief, source of wealth, and in all the States save 
Yemont and Delaware bore the main burden of taxar 
tioD. Only about one-half the SUtes assessed houses 
and slaves; while carriages were taxed in C!onnecticut, 
Kew Jersey, Pennsylvania, Virginia, and Kentucky, 
and processes of law in Maryland, Virginia, Kentucky, 
and North Carolina. Seven of the States clung to a 
wiiform c^iitation tax, four imposed the general proi>- 
eity tax upon all forms of wealth, while others specifi- 
cally indicated tlie articles to be taxed. 

To a limited extent, and under various disguises, the 
ineone tax was imposed. Vermont provided " for as- 
proportional to the profits of all lawyers, 
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traders, and owners of mills, according to the judg- 
ment and discretion of the listers or assessors ; '' while 
]i[Assachusetts taxed ^^ incomes from any profession, 
faculty, handicraft, trade, or employment.'^ A similar 
tax is to be found in Connecticut, to be " proportioned 
to the estimated gains or profits arising from any, and 
all, lucrative professions, trades, and occupations, ex- 
cepting compensations to public offices, the profits of 
husbandry, and common lalK>r for hire." Pennsylvania, 
the most restive of the States under taxation, met an 
early requisition of the Confederation by imposing a 
duty upon all profits arising from offices and positions 
of profit, trades, professions, and occupations. Similar 
taxes existed in Delaware and New Jersey, while in 
several Southern States rates upon certain siHMsies of 
property were estinutted upon the incomes arjsing from 
them.^ 

In a highly organized community, the desire to dis- , 
guise the burdens which political life entails has led to ' 
their imposition upon exchange in the form of license 
charges, stamps, and various forms of the excise. But 
for many years what internal trade existed in the colo* 
nies was conducted almost solely by barter. Every 
household was a community unto itself. Its meagre 
wants were supplied on the spot. Ily slow degrees, 
however, through the introduction of money and the 
growth of manufactures and towns, markets were cre- 
ated, and the exchange of commodities was facilitated. 

1 Cf " Tazalloo In AnMrtcMi SUtat mi4 ClUec," B. T. Bly, Psrl 
II., ehapt. I. aiMl 11.; alio "RolMri Morris. The Pliumdor and 
Flasaeot ot the Aiasrlosa BovohilloB«" W. O. Smamor, obap. 111., 
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Hand in hand with this development is noticeable an 
attempt to utilize the processes of exchange for the pur- 
pose of leTenuOi and at the time of the devolution ex- 
cise taxes had been developed to considerable extent in 
several of the colonies. In Connecticut, not only all 
aident spirits, but foreign articles of consumption gen- 
erally, had been the objects of an inland duty. In New 
Hampshire, rum, wine, and cider were taxable ; in New 
York, beer, wine, and liquors of all kinds sold at re- 
tail, as well as receipts from sales at auction. Spirits 
were also taxable in New Jersey and l^ennsylvania. 
Five of the colonies were thus familiar with the taxa- 
tion of spirits in some form or other, but it appears that 
the taxes were very un])opular and cosily of collection. 
By 179C Ihcy had apparently Ijocn rolinqul8lio<l by all 
of the States, for no reference to them is to bo found in 
Woloott's report of that year.' 

In the majority of the Commonwealths the State tax 
was collected from the same objects as the local rates, 
while in a few the revenues from certain si)ecified 
Muroes were reserved exclusively for the State govern- 
nent In New York, Pennsylvania, and Maryland, 
liowever, the income derived from the sales of public 
lands and certain other independent sources relieved 
tliese Commonwealths from the necessity of any resort 
to taxation tw purely State purposes. 

From this it will be seen that the proposals of Hamil- 
ton regarding excise taxes were drawn in great part from 
famfliar to the people ; and the legislation which 



I F^ wm exhaastiTe aeeovnt of the ravenue ■ystamt In vogiie In 
rarioM gittlts, tee WolooCI't Rspoii, Stale Pspan, Fiiisiiet, 
l.,f.414. 
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followed therefrom was experimental only in so far as 
it applied to larger areas of territory, and emanated 
from a new and heretofore unrecognized authority. 

In one of his first reports, Hamilton had advootted a 
moderate tax upon spirits distilled within the United 
States from foreign as well as domestic materials ; * but 
Congress had declined to follow his proposals on ac- 
count of the alleged centralising tendencies consequent 
on the creation of a large body of federal tax collectors. 
At the same time the sectional interests of the Southern 
States, with which Pennsylvania was closely identified, 
united their representatives in Congress in denunciation 
of the proposed measure, as one that was " odious, un- 
equal, uni)opular, ami oppressive.'' 

This avorsiou to internal taxes wan partly traditional,/ 
partly the result of the absence of lognl restraint inl 
those isolated regions where the opjwsition was most 
intense. In the South, moreover, whiskey was looked 
n\x>n almost as a necessity, and a tax upon its manufac- 
ture and sale no more defensible than one imix>sed ujjon 
any other product of the farm. In Pennsylvania, also, 
the feeling was most bitter; and the legislature of that 
State instructed its representatives in Congress to oppose 
the passage of such a measure by every means in their 
power, while a memorial from Westmoreland County 
(Pa.) insisted, among other things, that to convert grain 
into spirits was as clear a natural right as to convert 
grain into flour. An excise " was the horror of all free 
states,'' said one vigorous speaker in the House; it 
was *' hostile to the liberties of the people ; "" H would 
<< convulse the government; let loose a swarm of har- 

■ 

1 State Pspera, Piiuuioe, rol. i., p. S3. 
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pieiy who^ under the denomination of reTonuc offlcera, 
will range the country, prying into every man's house 
and affairs, and, like the Macedonian phalanx, bear 
down all before them/'* 

It was further pointed out that the First Provisional 
Congress, assembled in Philadelphia in 1774, had ad- 
dressed to the people of Canada a memorial which had 
instanced the English excise as one of the evils atten- 
dant upon continued connection with the mother coun- 
try ; * as well as the provision for a long tiAie insisted 
on in the Constitutional Convention of New York, M^hich 
denied to Congress all power of inland taxation.* Both 
Uadison and Hamilton, at an earlier date, had avowed 
themselves opposed to a federal excise ; but Hamilton, 
when he became Secretary of the Treasury, was led to 
alter his views from the inadequacy of the other forms 
of revenue. Already tonnage and customs duties had 
been provided for, which were estimated to yield 
91,467,086, which sum was expected to be increased 
to 92,000,000 by the proposed duties upon spirits.^ 
The estimated annual expenditures of the new gov- 
ernment included 9630,101 for the civil establishment, 
while the accrued and accruing interest, with overdue 
public seeurities, aggregated 9169000,000 more.* 

It soon became apparent that the early revenue pro- 
vbioDS were inadequate ; and two months after his first 

> AnAls oi CoogiMt, vol. U., p. ISM. 

• Joomal M CoogTBtt, 1T77, p. 08. 

• EUlol't «< Debates," vol. U., p. 331-411. 

* HanUlon estlmAted the Istter duties capable of jMding fGSO,000, 
IIm aamua ptodveUon oi splrlu at this Uaie being i^prozimately 
SdHOijOOO calleBa. 

* 8tale Fq^eiii Flnaaee, vol. i., p. 13. 
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report, Hamilton, at the request of • the House, made 
a further proposal ^ on means for meeting the interest 
charges upon the debts of the States but recently as- 
sumed. In this report the secretary -deserted his early \ 
and more tentative policy, and boldly advocated inland ' 
duties upon snuff and tobacco, carriages, sales at auction, 
stamps, and licenses for the practice of law and the priv- 
ilege of selling wines and spirits, from which combined 
sources he conceived that half a million dollars could 
easily be realized.* Again in December he reiterated 
his proposals regarding the fitness of spirits for taxa- 
tion ; and three months later,* in the face of the most / 
vigorous opiK)sition, his proix>sals were substantially 
enacted by a vote of thirty-nine to nineteen. 

By the provisions of this Act graduated duties were 
levied, which increased from eleven to thirty cents per 
gallon upon spirits distilled from molasses, sugar, and 
other foreign materials, according to the proof of the 
article as measured by Dicas's hydrometer. Upon spirits 
distilled from domestic articles, as whiskey distilled 
from grain within any city, town, or village, the rates 
ranged from nine to twenty-five cents. 

For the collection of the duties elaborate provision j 
was made, and administrative machinery created, which 
has served as a model for subsequent acts. The tax 
was required to be paid or secured prior to the removal 
of the article from the place of manufacture, and its 
collection was intrusted to the supervisors of the reve- 
nue. In order to obviate the objection frequently made, 
that the tax required increased capital in the distilling 

1 On Mareh 4, ITOa t By aet of March 3, im. 

s Bute Papeii, Pinanee, vol. i., p. 43. 
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business, an option was granted the manufacturer to pay 
the duty upon the removal of the spirits from the place 
of manufacture, with an abatement of two per cent 
thereon, or tQ give bond with approved securities for 
He payment within three months after release f r<Hn the 
manufactory. 
'% The country was divided into fourteen districts, corre- 
sponding with State lines, in each of which a supervisor 
was appointed; while each district was further subdi- 
vided into inspection surveys, with as many inspectors 
in each as were deemed necessary, whose duty it was 
to attend to one or more places of distillation. The 
methods adopted for checking illicit distillation were 
quite similar to those now in use. The local officer was 
fequiied to mark and brand each cask in durable char- 
aeters with progressive numbers, as well as with the 
name of the distiller and the quantity of spirits con- 
tained in the same. This was intended to prevent the 
revise of packages, and the marketing of spirits without 
the payment of the duty. 

Upon stills located in the country districts the pro- 
duoer was permitted to pay "a yearly duty of sixty 
eents per gallon, English wine measures, on the capa- 
city or content of each and every such still,, including 
the bead thereof.'' And if any distiller felt himself 
aggrieved by the rates, he was permitted to keep a rec- 
<itd of the quantity of spirits distilled and sold ; which 
leeotd, when produced and verified before the officer of 
the survey, was to be accepted as true, and the tax 
■nfsserl at the uniform rate of nine cents per gallon 
vpon the verified output The net product of the Act 
fmtber pledged to the foreign loans, and was to be 
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inviolably applied thereto, while any unappropriated 
surplus was to be used in the reduction of the public 
debt 

Although the rate imposed was no higher than that 
collected by Pennsylvania a few years earlier, the pro- 
ducers complained that it was excessive and prejudicial 
to their business ; and to assuage this sentiment several 
ameiuUnents were made which reduced the rates twenty- 
five per cent upon stills with a cai>acity of four hundred 
gallons or more, granted country producers the option of 
taking out a license at the rate of ten cents ^x gdllon 
on the estimated monthly producing capacity of the 
still, or of paying seven cents on the actual amount 
pitxluced, or of paying fifty-four cents on the annual 
content of the still. But these alternatives were soon 
found prejudicial to the revenues ; for by the use of im- 
proved methods in production, and the forcing of the 
capacity of the still, distillers, by taking out a monthly 
license, were able to reduce the per gallon tix to alwut 
three cents, while a few years later, according to esti- 
mates of Mr. Gallatin, the gallon rate had been still 
further diminished to about three-fifths of a cent^ 

But despite these concessions on the part of Congress, 
the tax rem.iined as unpopular as ever in the liliJdle 
and Southern States, where it was felt that it had been 
inspired by the commercial classes of New England, to 
whom the tariff was inimical, and who, it was alleged, 
were4esirous of shifting the taxes upon the defenceless 
population of the interior. Especially strong was this 
sentiment in Western Pennsylvania and in the moun- 
tainous districts of Kentucky, Virginia, and North ; 

1 Roporl on PiBaaeof, UOi, F* Si4« 
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} Carolina, where inadequate facilities for transportation 
leadexed it necessary to transform grain into spirits be- 
fora it could be carried to an Eastern market, and where 
BOiiey was so scarce that barter was the prevailing 
■Mans of exchange, and whiskey the recognized measure 

of value. 

It is difficult to appreciate the prevalent hostility to 
taxation without some reference to the political and 
social conditions of the time. The prescience of Ham- 
ilton had foreseen that nothing would so surely cement 
tlie new order of things as an invigorating financial 
policy, and his opponents were no less quick in suspect- 
ing his. scheme of such ulterior purpose. The opposi- 
^ tion to the tax measures, as well as to- the Assumption, 
: Funding, and Bank Acts, was thus largely of a political 
nature. Party lines were just forming; and the Anti- 
Federalists found in these measures opportunity for 
anmsing the latent hostility of the people to taxation in 
any form, and of turning the proposals of the Federalists 
to political advantage. The traditional aversion on the 
port of the colonists to excise taxation had not been 
abated by their Icmg freedom from the visits of the 
tax-gatherer, and excise impositions were inseparably 
aMoetated in their minds with arbitrary government 
Anti-Federalist orators, therefore, found ready listeners 
to tlieir utterances, particularly in the rural districts. 
This disaffection found avidions acceptance in the westt 
•m counties of Pennsylvania, and it required but little 
agH*tMi to arouse the feeling into hostile opposition 
to tlie enfdroement of the Act Indignation meetings 
won held, and a committee of agitation in Washington 
Coaatf dedaied that any one who would accept any 
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IKwition under the law would be considered an enemy 
of society. A few weeks later a tax-collector was tarred 
and feathered, and various acts of violence were com- 
mitted on other officials. Concessions on the part of 
Congress, instead of abating the hostility, only rendered 
it more insolent. Correspondence committees were ap- 
pointed, resolutions of a revolutionary character were 
passed, and even secession was talked of. At last the 
hostility was fanned into armed resistance ; and although 
the Whiskey Insurrection, as it is known to history, was 
easily quelled, the hostility, though latent, was still cher- 
ished by the inhabitants, and the law but feebly executed, 
while the revenues derived therefrom wore insignificant* 
TIius for the fiscal year 1793-1704, three years after 
the inauguration of the system, the aggregate receipts 
were but $344,453, or $S0,000 less than the returns 
during the first year of its operation, and only about 
one-half of its estimated yield. The tax did not pos-1 
sess the approval of the people, evasion was justified byi 
public opinion, while the salaries of the revenue offi-1 
cers were so inadequate that inefficient men were often , 
intrusted with the administration of the law. 

The insurgents had the sympathy of a large portion 
of the Union ; and not a few representatives of the South 
openly expressed their approval of their acts, find|^ 
therein a vindication of their charges. Tlie division in 
Congress was largely a sectional one, the Northern States 
being preponderatingly in favor of the measure, while 
the Southern ones, with Pennsylvania, were arrayed 
against it The lines of separation were therefore polit- 
ical $ and while the constitutionality of the measure was 
not questioned, the same tactics and arguments were 
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adopted which were directed against the Assumption 
Bill and Bank Act 

Bat the necessities of the Treasury were not the only 
motiTee which urged the secretary to adopt his fiscal 
poliqr. They may, in fact, have occupied a subordinate 
position in his mind ; for he doubtless felt the necessity 
of pre-empting the ix>wcrs conferred u|)on the federal 
gotemment before they should be assumed by the States 
tbemselTCS. It was eminently to be desired that the 
powers conferred upon the Union should bo utilized 
before the opposition should be sufficiently organized to 
defeat them. If inland forms of taxation were once as- 
sumed by the States, it would be well nigh impossible to 
oust them, and reclaim the same for the federal govern- 
■lent* MorcoTcri the secretary fully appreciated the 
effect of bringing the national ann into daily contact 
with the people ; and even a bloodless war, with the con- 
sequent display of armed federalism which ensued, may 
not hare been greeted by him wholly with displeasure. 
The contest was in reality but one phase of the great 
eoDstitutional struggle which was to be tlie battle- 
ground for the next seventy years ; and while individual 
opposition partook very largely of the current aversion 
to visible taxes, in Congress the battle was a political 
onCi fought along the lines which were rapidly cleaving 
the eoontry into two great camps. The arguments pre- 
sented against the tax appear very weak and pusillani- 
BOOS at this distance, and are substantially reducible 
to four; to wit^ first, that the tendency of the taxes 
was to contravene the principles of liberty ; second, 
tkat their influence was to injure morals by inducing 

1 Cf HsMiUflB'f "Works," vol. iv., p. 231. 
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false swearing ; third, that they were burdensome to the 
public on account of the heavy and oppressive penalties ; 
and fourth, that tlieir tendency was to interfere unduly 
with industry and the process of distilling. Hamilton 
disposed of these objections seriatim, and demonstrated 
their falsity, showing that the measure erred rather in 
leniency than severity, while it bore but little resem- 
bknco to the English excise with which the opponents 
were wont to compare it, and which caused it to inspire 
so much fear in the public mind. \', 

But comparatively little relief was afforded the Traas- 
ury from this source. For the fiscal year 1793 the total 
receipto amounted to but $422,026.86, distributed accord- 
ing to assessment districts as follows : — 

• 

OoQootioiii from DiitiUod Bpirfti for tbo llsotl Tosr 1791. 

OBOM AMovirr or •mum amoow nr 

nisraicr. s«^»* P"y»o M •nun bkitbxcr raom uttun 

raoDOOKo r«oii rsnuoria* wwnu 

MMItfno MATBUAIA iOBMOar MATiaiAlA 

NownARiiMhUo . . . • 200.7S $ 3,413 JS 

MaiMchoMits .... 000^1 189,20S.in 

Ebodo Island .... 43.20 46,700^17 

Connootleal S;KI0.71 B/mM 

Vormool tX^M 

Now York . . . , . SOOUX) 27^.16 

Now Joisejr 14^170.40 ffOOM 

PonnijlTSBlai. ... i/m.30 

DeUwMo I^OOIJO 

MsrxUnd 14.70843 6,43S.1S 

VlrginU 76.268.30 3/»I.lX) 

North Caroliiui . . . . 13,73441 s.lO 

8o«th CsrollBS . . . . 7,54740 

OtorgU^ <H0.46 3,18048 

•13140643 1287,40144 

> No returu wore MOiirod from PoniMylTMiis from tbo eoantrx 
fllAtrioU, wbofo diaUllstloo from docnostio mstorUls wss nsinly 
osrrlod on. 
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The cost of retnming this sum to the Treasury was 
something less than 970,000, or about 16.5 per cent, 
while the drawbacks allawed aggregated fCOyOOO morSi 
so that the expense of netting $292,000 to the Grovem- 
ment was upwards of 20 per cent of the gross amount, 
and 23.5 per cent of the sum actually secured.^ Such 
a showing gave much countenance to the charges fre- 
quently made that the coetliness of the tax of itself 
rendered it untenable. 

But its continuance was demanded by the exigencies 

I of the situation. In fact, a proposition was at that time 
pending before the House for rendering dutiable car- 
riages, sales at auction, snuff, sugar, tobacco, licenses 
, for selling wines and liquors, and a schedule of stamp 
I duties, by which, if adopted, the revenues were expected 
\to be augmented by about 9000,000;* and these pro- 
' posalsy in the face of strong opposition on the part of 
the manufscturing interests, were finally incorporated 
I into a measure bearing date of June 5, 1794. 

By the provisions of this Act the duty upon carriages 
was graduated from one to ten dollars according to the 
description of the vehicle; but its operation was limited 
to carriages kept exclusively for pleasure, a provision 
which greatly impaired its collection. Subsequently, 
by the Act of Nay 28, 1796, the rates were consider- 
ably increa s ed, and given the following permanent 
fonn: — 

CmtSkmdflwmkhfpoMlknM $15.00 

CkarloCi 12.00 

(with pMMli) 9.00 

1 Stote PApen, Floanoe, vol. i., p. 270. 
•/»lif.,p.278. April 17, 1701. 
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Coftchet (withoQl panels) fo.00 

Two-wlioelod (op oarriages « . . , 3J0O 

Oilier Iwo-wheeled carriagoii 2J0O 

The tax was at once attacked as unconstitutional, on 
the ground that the duty, unlike all other indirect taxes, 
was not paid once for all, but annually like any other 
tax on personalty or real property. l^Ioreover, it was 
paid origin(illy by him on whom it eventually fell, in- 
stead of by the producer, from whom it was to be shifted 
to the consumer. For these reasons it was held to be a 
direct tax instead of an indirect one, and consequently, 
according to the provisions of the Constitution, could 
only be assessed by apportionment among the States 
according to the distribution of population. From a 
purely administrative point of view the tax is to be 
classed as a direct one ; but Grallatin tried to evade the 
objection by asserting that it fell upon an article of 
expense rather than an article of income,' while the 
Supreme Court* sustained the constitutionality of the 
law on the ground that only land and capitation taxes 
were to be regarded as direct within the purview of the 
Constitution, and that it Was inconceivable that the 
framers of the Constitution should have contemplated 
a restriction of the federal powers of internal direct 
taxation solely to those two objects.* 

I Writingf of Gallatin (Adama), toJ. iii., p. 05. 

< HylUm v«. the United Stotet, 3 DaUaa, 071. 

• The real intent of this provision of the Constitution, Uke many 
others, win always be an open question. Probably tlie two most 
authoritative persons in the Conrention tonehing the Constitution 
were Hamilton and Madison, and they disagiee. The latlM*, in a 
letter of May 11, 170A, speaking of the carriaite tax, said, " The tax on 
OMriages suooeeded in spite of tlie Conatitutlon by a majority of 
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Bj the terms of the Act of Jane 6, 1794 a percentage 
tax, rarjring according to the description of the prop- 
erty soldi was also imposed upon all sales at auction ; ^ 

twenij, tlie sdrocatet of tho principlo boing re-enforced by the 
edTenurlee of lazmy." (2 Madison's " Writings," pub. by Congress, 
pu 14.) In another letter, of Feb. 1, 1700, referring to the carrlago-tax 
case, al that time pending in tlie Supreme Court, ho remarked : 
''There nerer was a question on wliich my mind was bettor satisfied, 
yet I hare reiy little expectation that it will bo viewed in the 
light by the eoart that it is by me." Ibid,, p. H. 
Hamilton also left some words upon the same subject, in a legal 
hiief entitled " Carriage Tax," preparctl for the Hylton ease, in which 
he appeared as covTisel for the United States. In it he says, " What 
is the distinction between direct and indirect taxes? It is a matter 
of leg^t that terms so uncertain and vague in so important a point 
are to he found In the Constitution. We sliall seek in vain any ante- 
cedent settled legal meaning to the respective terms. There Is none. 
We shall he as much at a loss to find any definition of either which 
can satisfactorily seUle the point." Hamilton's " Works," vol. vii., 
^.SIS. 

There being many carriages in some States, and but few In others, 
he points out the preposterous consequences of levying and collecting 
the tax upon the basis of apportionment^ instead of by tlio rule of uni- 
fennlly, and suggests that direct taxes bo held to be only " capitation 
er poU taxed, and taxes on lands and bnildings, and general assessments, 
whether on the whole property of individuals, or on their whole real 
er p ersonal estate. All else must of necessity be considered as in- 
diiect taxes." In tlie cose arisin;; under the carriage tax, tlie plaintiff 
in error Inaleted thai the tax was unconstitutional bocauso it was a 
dirsel lax, and had not been apportioned among the States as pre- 
errlbed by Uie Constitution. Tlio argument was lioanl by four judges, 
Wilson, Pnitemen, Chase, and Iro«loU, of wlioin tlio throe first named 
had been dlstlngnUhed memliorN of the Constitutional Convention of 
17ST. Wilson had been on the committee that drafted the Instrument 
in lit innl form, and had been Its defender In Pennsylvania. The 
Jndifst were nnanlmons In their decision, and the tax was held net to 
he a dfand one In the meaning of the Constitution. Each jndgs 
del i vered n separate opinion •ustaining the tax. 

' The tax ntes upon sales at auction were as follows: reoelpts 
•f hHMls» tenements and hereditaments, tools, stoek, and 
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while the privilege of selling foreign spirituous liquors 
at retail was rendered taxable at the rate of five dollars 
upon every such jglace of business. Sugar and snuff 
were also included in the schedule^ the tax upon the 
former article being laid on the ground that the pro- 
tection granted the industry by the tariff was a bonus 
for which the manufacturers could easily afford to pay 
the slight tax imposed. The tariff duties on sugar 
ranged from one and a half to nine per cent ad valorem^ 
graded according to the value of the product; and the 
internal tax, which was assessed at the place of manu- 
facture, was placed at two cents per pound. The do- 
mestic manufacturers vigorously protested against the 
measure, asserting that their industry was so newly 
established and in such a stniggling condition that the 
tax would prove ruinous to them ; but^ despite their as- 
sertions, the industry steadily increased iu importance, 
and maintained the market against foreign competition/ 
The duty on snuff, at first a specific tax at the rate 
of eight cents per pound, was later assessed on the 
capacity of the mill, as measured by the mortars em- 
ployed in its production, in accordance with a suggestion 
of the secretary; but it scarcely paid for the cost of 
collection and the drawback of six cents per pound 
allowed on exportation. It was soon seen to have been 

utensils, one-fourth of one per cent; while the receipts from sales 
of goods, chattels, and other personal profiorty, were dutiable at one- 
half of one per cent. The administrative difiicuUiee which surround 
such a tax render It difllcult of eolloetion, as Its assessment depends 
wholly upon tlio honesty of the auctioneer. In a<ldition to title. It 
was voiy unpopular; as It was Imposed upon articles usually sold 
under the pressure of misfortune, although It did not attach to gooila 
sold upon execution, bankmptey, etc. 
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ill adrioedy and was repealed, after having been eollected 
b«t twice, namelyi in 1795 aiid 1790. 

Three years later ' taxes were leWed upon the follow- 
ing legal instmmentSy and were collected by means of 
•tamps: — 

Certillesto of odmiaskm to prsetloo In U. 8. Courts . $10.00 

CottlAoito of Natarnlisatioii 0.00 

Abj gtmnt vnder tlio toal of tlio Unltod States . 4.00 

Aiqr exonpUfied oopy of samo 2.00 

Chartor party, bottomiy, or respondentia bond ... 1.00 
Abj papor requiring seal of United States .... JiO 

Aiqr InstmmenioooBectetl witli tlie \ From 10 cents to 7A cents, 
ezoentioB of a will ; any Insuranee V acconling to the cliarao- 
palicy; all bonds, notes, bll1s,ete. j ter of tlie instrument. 

Erery thing considered, these duties were probably as 
satisfactory as any portion of the system, inasmuch as 
they are a perfectly legitimate charge for services ren- 
dered; while at the same time they are easy of adminis- 
tiation, cheap of collection, and, with the exception of 
distilled spirits, the most productive form of revenue 
imposed during this period. But the aid secured from 
these taxes did not justify the sanguine hopes of the 
•eereiary and Congress, who looked for an immediate 
letam of more than half a million dollars from the com- 
bined souroes. The real collections will be found in 
taUe as footnote on opposite page. 

As early as 1794 a special Committee on the publio 
credit bad advocated a direct tax of $760,000 to be 
levied npoii land, but Congress declined to follow the 
iwwmiwidatimi * Two years later, the finances remain- 

1 Ad of Doe. 10^ 17!IT. The Act wasamendod Maieh 10, 170S, and 
Mk.»,17W. 

• ■• ■•■ RbBML VtlMMiM. vol. I., p. STt. 
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ing unimx>i*oved, and the prospect of foreign invasion 
appearing ominously on the horizon, the Committee of 
Ways and Means, *' in view of the existing and approach^ 
ing exigencies," repeated the recommendations of the 
former committee, emphasized as they were by the con- 
tinued inadequacy of the internal revenue receipts, and 
advised the imposition of a direct tax of 92/K)0,000, to 
be apportioned among the States according to the consti- I 
stitutional requirements, and requested the secretary to j 
present a report upon the subject at the next session of I 
Congress.^ * 

In December of the same year Secretary Woleott 
complied with the request, and included in his report 
a description of the various systems of raising revenue 
in operation in the several States. These varied, so 
widely, both in the objects chosen for taxation, as well 
as in the methods of administration and collection em- 
ployee), that the secretary felt it would be imprac- 
ticable to co-ordinate any federal system with them; 
He therefore advised tluit any new direct taxes should 
ignore the State systems, and be wholly independent of 

1 Slato Papers, Finanre, vol. I., p. 400. 
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them. The raggestion was roost unfortunate, for to its 
adoptkm is attributable muck of the unpopularity of the 
tax* The public would not brook a system which en- 
tailed a new body of tax-ofHcialsi and created a new and 
possiblj |>ermanent system of direct taxation. 

In this report the secretary took occasion to review 
taxes upon capital, agriculture, and profits, as well as 
those upon houses and lands and the capitation tax, 
with tlM result that the first three were rejected by 
him, because to tax interest and profits would tend to 
drive capital from the country, while a tax upon agricul- 
ture would not be endured, because it discriminated 
against that industr}-. The capitation tax, on tho other 
• hand, although of wide prevalence among the individual 
'States, would operate to raise wages, and thus discour- 
age industry, '< contrary to tho policy of the United 
States.'' Houses and land thus became the only avail- 
able bases of tlie tax; the former commending itself 
to the secretary, because ^< there is no single criterion 
by which tlie comparative exjienses of individuals can 
be so fairly estimated as by their dwellings," while 
slaves were to be included in the assessment, to be 
taxed at one uniform rate, on the ground tliat their 
exemption would bo an unjust discrimination against 
Ifortbem land-owners. Moreover, slaves were looked 
npon as fixtures in the eyes of the law, and part and 
pared of the realty and inseparable therefrom. As 
against land no reasonable objection could be urged, and 
the seeretary therefore proposed to render it taxable at 
s niform ad valorem rate.' 

Dwing the drimtes in Congress, the house-tax under- 

i Malt PApeit, voL vit, p. 440. 



I 



ti 



I I 



EARLY A TTEUPTS A T INTERNAL TAXATION. 88 

went considerable modification. The secretary, in his 
first report, had advised the division of all houses 
into three general classes; but, as finally engrossed, the 
measure provided for a division into nine classes, rated 
according to value, and assessable at an advancbg rate 
as follows:' — 

ROUSBl VALUED FBOM - Ptt .WAA. OT TAUri. 

• 100 tot 600 xm 

600(0 1,000 .003 

1,000(0 3,000 .004 

3,000(0 6,000 \ . SM 

6,000(0 lo/xx) jm 

10,000(0 15,000 SXfl 

18/)00(o 20,000 .COS 

aO,000(o 80,000 XX)0 

80,000 Mid ttpWMNU XXiQ 

In the assessment, houses and lands were to be valued 
separately, so that the tax upon the former became in 
effect not unlike the French rimjtot viabUUr, or tax on 
rentals, as enacted by the Constituent Assembly of 1701. 
The greater part of the yield was expected to be pro- 
duced from this source ; it being estimated that houses 
would return $1,315,000, shives $228,000, while the lial- 
ance, $457,000, was to be raised from tin ad valorem 
rate upon land. The burden of the tax was thus to be 
cast upon houses; but, as a matter of fact, the return 
from this source was comparatively insignificant, the 
tax being shifted quite generally to land. Only one 
assessment was made under the law in 1801 ; and the 
collections proved inconsiderable, only $734,223 being 

1 Act of July 14, 1708. Tlito illviAion dlffen fron (ho ranMUoB 
of 86cro(ary Woloo((, which provided for iipociflo (axos from 60 «#■(• 
per honiio on Claat I. (o $120.00 on CUms IX. 
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lealixed, althongh receipts from this source continued 
to form a budgetary item as late as 1813. 
The adrent of the Democratic party to power in 1801 
signalized by the complete abolition of all of the 
taxes so laboriously established by Hamilton and his 
tueeessor. Jefferson had openly stigmatized the excise 
system as an '^ infernal one/' and likely to conduce to 
the dismemberment of the Union, while the party of 
he was the chief was avowedly pledged to its 
At the first session of Congress, the Ways 
mad Means Committee reported against its continuance. 
Socli an iniquitous system, said the committee, could 
only be justified by " impcrioiw necessity," — a necessity 
vhich at that time did not exist, nor was it likely there- 
after to exist Tts repeal was further urged, first, be- 
of M the vexation and oppression " of many of the 
some of them being especially obnoxious to the 
people ; second, because of the essential '' nature of an 
excise, which is hostile to the genius of n free people ; '' 
while, if further reasons were needed, its retention was 
inadvisable because of its *' tendency to multiply offices 
and increase the patronage of the Executive." ' At this 
time its adminbtration supiK>rted four hundred officials 
at the pnblie charge, while the cost of returning the re- 
ceipts into the Treasury was nearly twenty per cent, the 
diarget for the fiscal year 1800 exceeding $103,000. 

In oonformity with the recommendations of the com- 
mittee, the excise and direct taxes were repealed early in 
1802;* and from this time down to the outbreak of the 
War of 1812, no recourse to any form of internal revenue 
to have been contemplated by either party. 

t eiile Pifsts, v^. vH., p. Tas. • Aei of April S, 1S08. 
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It is somewluit difficult to appreciate at this distance, 
in view of the multifarious agencies of government 
which interfere with the individual in the acquisition 
and enjoyment of his wealth, through the official inter- 
vention of the tax-gatherer, the well-nigh universal 
aversion which existed in the mind of the early citizen 
to taxation in any tangible form. 

Yet there is much to be said in extenuation of this 
hostility. It is to be remembered that our States did 
not spring full-grown into life. The taxing systems of 
to-day are the results of painful experimentation. At 
this period society, in any organized political sense, had 
scarcely emerged ; and the settlers, residing on isolated 
farms or in small communities, knew but little of, and 
eared less for, political association. To them the idea of 
the State meant but little. They Imd hown their own 
settlement, and enforced the only law they knew, un- 
aided by that which in more advanced communities is 
man's chief servant^ not only of proteetion, but of pro- 
duction as well. Any government, therefore, which 
assume^ the form of taxation was to the pioneer an 
unmixed evil, and ** hands off " was the sole demand of 
these children of the frontier. The direct tax espe- 
cially struck at the settler's home, <<an Englishman's 
castle ; " and every citizen felt that lie was defending 
his birthright in resenting the intrusion. The federal 
arm reached his distant retreat only in the form of the 
exciseman, a name of itself odious to one of English 
descent Moreover, in shaking off the mother country 
the colonist felt that he had done with the publican 
forever, and for many years he had been free from his 
visits. The direct tax also provided for the measure- 
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ment of windows ; and yisions of the hated window-tax 
aroee in the settler's mind, — a name as odious to one of 
Irish descent, which nationality was predominant in west- 
em Pennsylrania, as the famous Battle of the Boyne. 

Moreover, in any new and undeveloped country, 
money is scarce, credit has little or no existence, ex- 
change is confined to the simplest forms of transactions, 
and barter forms the common means of transfer. A 
duty payable in currency is likely to be a source of 
great annoyance, and is ofttimes difficult of payment. 
One cannot read the memorials addressed to Congress, 
without being impressed with the feeling that this inva- 
sion by the government was a real grievance, and, in 
the eyes of the people a new form of usurpation of the 
freedom so recently gained, and for which they had 
so valiantly fought 

At tlie same time, the administration of the system 
was inefficient, and the officials frequently venaL Em- 
bezzlement was not infrequent, and fraudulent returns 
diminished the revenues. The inadequate compensa- 
tkm crfTered failed to secure com^ietent men for the ser- 
riee, and this tainted it with additional odium in the 
eyes of the people. For these reasons the excise proved 
miieh less productive tlum had been anticipated by its 
advocates. Thus the direct tax yielded but one-third 
what it had been expected to produce. The same was 
true of the other taxes, while the cost of collection was 
excessive. That a tax shall take and keep out of the 
pockets of the people as little as possible over and above 
what it tarns into the treasury is one of the first can- 
ons by which its availability is to be judged ; and, meas- 
«cd bj this requirement, the excise was scarcely 
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defensible. Thu^ in 1796 it cost nearly tw:enty-five per / 
cent* to transfer the proceeds of the levy into tb? Treas-' 
ury; but from tliis time on, down to the repeal of the. 
system in 1802, the cost of collection steadily dimin- 
ished, owing to the improvement in the methods of col- 
lection and the growing acquiescence of the people in 
the taxes. Thus, while it cost $84,973 to net to the 
Treasury $631,260 in 1796, in 1800, $993,669 was 
returned at a cost of but $103,786 \ while, during' the 
War of 1812, the cost of collecting practically the saine 
taxes was reduced to less than five per cent.* 

The experience recounted in this chapter is mainly 
interesting as indicative of the spirit of independence 
and resistance to federal encronchment which character- 
ized America of that day; for, from a fiscal point of view, 
the system was purely tentative. But it was upon this 
foundation that the excise systems of 1814 and 1862 
were later erected ; and the taxes which aroused so much 
hostility in the days of the nation's infancy, at a later 
date came to form the groundwork of the system under 
which we are now living. The theory that luxuries are 
best fitted for internal taxation has been followed 
consistently from that day to this ; and distilled spirits 
have become the most productive, if not the most popu- 
lar, source of revenue upon the whole schedule of taxes. 

It required a severe training in patriotismi however, 
to secure this indorsement from the peoplCi and the 



1 Tho eonl ol ooUeetlas the d«lj on spirits of dooMstie prodveUoo 
WM 34 per oenl, and of fbreign prodveikm l^A por oeni. This Is sa 
MUmsto nisdo bj Osllslis. 

s Tho eosi of eoHoeOng Uio Inionya taxes la 1801 was bat SJ pit 
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Mriy efforts of the Federalist party were wanting 
nuunly in popular approval; and the persistency with 
wkieli it clang to its policy, eren in the face of almost 
vniTersal hostility, was one of the main causes, as Hil- 
dieth has said, which brought about the downfall of that 
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CHAPTER IL 
THS XHaBOXNOr SY0TB1C GW THB WAR GW 1811. 

FiiOM the repeal of the system so laboriously con- ' 
stnictod by Hamilton and his sucoessors, down to the ! 
War of 1812, no recourse to internal taxes seems to have 
been contemplated by the party in power. The govern- 
ment was frugally administered ; and the customs, re- 
ceipts from the sales of public lands, and the arrearages 
of the direct taxes, amply sufficed for all demands of the 
Treasury. The public debt, which had been tcmjiprarily 
augmented by the purchase of Louisiana to 980)601,120/ 
was steadily reduced, to the great improvement of the 
public credit, which at the renewal of hostilities ap- 
peared well-nigh impregnable. This gratifying condi- 
tion of the finances induced a false feeling of security 
in the public mind, which the reports of the Secretary 
of the Treasury did not tend to allay. As early as 1807, 
Gallatin scented the possibility of a controversy with 
one of the European powers, but quieted any feeling of 
apprehension by hi^ own confidence in the existing 
forms of revenue, and in the efficacy of a purely '' loan 
policy " in case of hostilities. Some extenuation of this 
optimism is to be found in the fact that at this time the 
revenues were producing upwards of fourteen and a half 
millions of dollars, while, according to his estimates, 
future disbursements would not exceed one-half that 
amount, owing to the temporary cessation of the appro* 
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priation in* behalf of the sinking-fund.* One year later 
he reiterated this confidence, and says : '' No internal or 
direct taxes are, therefore, contemplated, even in the case 
of hostilities carried on against the two great belligerent 
powers.''* 

Eren after the outbreak of hostilities, he maintained 
implicit confidence in the public credit as a basis of war 
financiering, and there is no evidence that he ever aban- 
doned this position.' In a financier so astute as Galla- 
tin such an attitude can only be explained on the 
ground of party expediency,^ although even this hy- 
pothesis is little consonant with his usual independence 
of thought and action. By 1812, however, he had so 
far modified his opinions as to acknowledge the neces- 
sity of resort to some sort of internal duties, and was 
led to advocate, in addition to an increase of the customs 
revenue, a direct tax of three million dollars, as well os 
a resort to the excise sufficient to produce two millions 
nore.* From this we are not to infer that the secretary 
had abandoned his former attitude. His faith in the 
loan policy still remained intact; the apparent change 
of attitude being due to the fact that customs revenues 
had fallen below the estimates of peace demands, and 
the new duties were to supplement ordinary expendi- 
tnrey not to be used as a basis for the conduct of the 
war. But even these halting measures were only adopted 
IB so far as they related to the customs.* The con- 

1 Report OR Flnsnoci, vol. I., p. 300. * /fricf., p. 377. 

• *'P«bli€ Dobta," n. G. Adams, p. 114. 

« Mmilor, '* IIIirt<«r3r of the Unltod ataUw,'' vol. II., p. 344. 

* aiale PApeni. vol. vUl., p. SOB. 
•Aelof Jeljl^lSlS. 
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sideration of the excise was deferred by Congress untU 

a later session. 

By the summer of 1813, the collapse of the loan pol- 
icy of the administration was complete ; and a special 
session of Congress was called, to which the President 
appealed for immediate action upon the finances. Un- ' 
der this spur from the Executive, Gallatin's proposals 
were in i>art adopted, and several new sources of inter- 
nal revenue were oi)oiiod up. Only those taxes ap- 
proved by the experience of former years were selected 
as the basis of the new excise system, but with this 
commendable modification, tliat they took into consider- 
ation State prejudices ; while the important limitation 
was added that they were to be considered as " tempo- 
^ rary war taxes," to continue in force but one year after, 
the close of hostilities, and to be pledged to the payment 
of the interest on the public debt 

Seven distinct taxes were imposed during this ses- 
sion of Congress, estimated to produce upwards of five 
millions of dollars. These were, first, a direct tax of 
three million dollars to be first assessed in 1814 ; * sec- 
ond, a duty upon carriages for the conveyance of per^ 
sons, to be assessed at rates varying from two to twenty 
dollars, according to the description of the vehicle ;• 
thiid, a uniform duty of four ccnU per i>ound on all 
sugar tefineil in tlio United States;* fourth, a license 
Ux upon distillers of spirituous liquors, to be assessed 
acconling to the caixicity of the still, the duration of its 
ojieration, and the material used in production,* In ad- 
dition thereto, stamp duties were to 1)0 levied upon all 

1 Acta of Joly S Attd Avf . % nil3. • Act of Au;:. 2, 1S13. 

« Act of July M. ISIS. * AcU o( July 01 mmI Aof . % IS18. 
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legal insinimentsi bank-notes, bonds, and all evidences 
of obligations ; * a millage tax upon sales at auction,* 
as well as a further license tax upon retailers of wines 
and spirituous liquors.' 

Several modifications in the method of assessing the 
tax on distilled spirits were introduced, due probably to 
the suggestions of Gallatin, who, while acknowledging 
that there was ** no more eligible object of taxation than 
ardent spirits,'' had strenuously objected to the earlier 
measures, because they bore unequally upon the diffei^ 
ent classes of producers.^ Accordingly the rates upon 

* spirits distilled from foreign materials exceeded those 
upon the domestic product ; while the small manufac- 

V turer was further protected by an option to pay on the 
amount produced, or to take out a license for a limited 
jieriod, and pay upon the capacity of the still.* 

The difference in rates upon spirits distilled from 
domestic and foreign products was due to the alleged 
pemicionsness of rum as a beverage, and the desire to 
eneourage the domestic industry. In the method of 
oollection of the direct tax, decided improvements were 
also inaugurated. As we have seen, the objects taxable 



• Act ti Amg. t, ISis. 

• Aci of J«lj 94, ISIS. 

• The tebsdluls «f 



• Act of Aug. 2, 1S13. 
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under the earlier measure were land, houses, and slaves, 
the collections being made under the supervision of 
federal officials. The same objects were designated 
under this measure, and the sums chargeable to each 
State and county were apportioned upon, the basis of 
the census of 1810; but a now provision was intro- 
duced, permitting the States to assume their quotas, and 
collect them as they might see fit, and also to reap- 
portion the sums assigned the counties, where the fed- 
eral apportionment was deemed inequitable. If assumed 
by the States and paid into the Treasury within a cer- 
tain time, a discount was allowed ; if not, the excise 
officials were directed to proceed with the collection of 
the tax according to law. 

Every precaution was thus taken to allay the opposi- 
tion which the tax was expected to arouse; but just 
as happened during tlie later period of the Civil War, 
the fears of Congress were ill founded. The patriotism 
of the people was underestimated; for the burdens of 
the tax were accepted with but little complaint, and 
paid even with enthusiasm. No assessments were made 
under the law until the following year (1814), when the 
resignation of Oallatin threw its administration into 
the hands of Secretary Campbell, who soon relinquished 
the portfolio of the Treasury to Andrew J. Dallas of 
Pennsylvania, an eminent financier, but unpopular with 
the House of Representatives. 

The new secretary found the finances in a most dis- 
couraging condition. The Treasury, as he himself' says, 
'^Was suffering from every kind of embarrassment 
The recent suspension of specie payments by the New 
York and Baltimore banks, which had been largely 
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instnuneutal in the sale of the public securities^ had 
\ Titiated credit, and dissipated public confidence. The 
\ bonds bad fallen to eighty and finally to sixty cents 
JOB the ddlar, while the diminishing revenues were 
furiber depleted by payments in depreciated bank-notes 
and treasury certificates. The estimates for the fiscal 
year 1814 showed a probable deficit of l^Sl^OOO^OOO, 
and long before its close it became apparent that 
eren with the revenue measures extorted from the last 
Congress it would be impossible to conduct the war 
longer on a credit basis. But Dallas grappled with the 
•itoation with characteristic energy, and recommended 
the immediate revival of the National Bank, which was 
an indispensable agent in marketing securities; and at 
bis instance measures were at once introduced into 
Congress for the increase of the revenues by taxation.* 
Jlis proposals, however, met with determined opposition 
from two sources. Tlie Committee of Ways and Means 
was composed largely of slaveholders, who desired to 
cut off the tax upon that species of property; while 
tbe manufacturers of New England murmured loudly 
against any increase of the taxes upon their industries, 
which they maintained were in such a formative state 
as to be unable to bear ailditional burdens.* Jefferson, 
though retired from active participation in politics, still 
exercised a strong influence in the councilH of his party, 
and with persistent determination endeavored to defeat 
i b e ee measures by substituting therefor a loan-policy 

1 See State Ptepcft, rdl. tHI., p. SM, wliers Committee of Wsji 
JfessM, • few daji tnbeequont to the omiflrmntioii of Osllas, 
SB eUikonte leport on the sabjoel of Uuuitkm. 
• mOAnflk, TeL vL, p. 513. 
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of his own.* The inherent defects of his proposal, how- 
ever, prevented its ever coming up for consideration.* 

In January of the following year (1815), Dallas made 
a second report, although the one of the preceding 
Octolier was still under consideration by the House. 
In this ho advocated an increase of the tax upon all 
kinds of legal instruments, the imposition of new duties 
upon the dividends of insurance comiNinies and other 
corporations, as well as a tax of one dollar per barrel 
upon flour. It is also a matter of interest to note 
the first proposition for an income and inheritance tax. 

The report came at the darkest hour of the war. 
The political outlook was quite as gloomy as tlie fiscal 
one. Disaster after disaster had been met by the army, 
while a British fleet liad penetrated even to the fedeial 
capital. And thus, defeated and disgraced everywhere, 
Congress was called upon to impose increased burdens 
upon a divided people, who liad been led by tlieir own 
teachings to look upon a tax-gatherer as a thief, if 
not as a burglar. During the closing days of 1814 new 
duties had been laid upon pleasure carriages}* while 
niion distillers of spirituous liquors the minimum tax 
had been increased to twenty cents per gallon, with 
the option added that a distiller could pay according 

* Jeironon to MadlfMm. •* Woriw," rol. vl., p. .101. 

s lib hortHity wot xcrj bitter; and in his corrofiponaofieo we Hud 
liim oxpmmitii; liimiolf m follows: *' If mnjthing eoald lerolt our 
citisens agiihiiii tlie war, il woald bo tlie extraragMiee with whieli 
thej MO about to be taxed. . . • The tazce cannot be paid. How 
can a poople who cannot get llftj conU a bushel for their whc«l 
IMiy Uto timet tlie amount of Uxot thej eror paid before f Yel 
that will be tlie eaae in all the SUtes south of the Potonae."— Jef- 
ferson to Short, KoT. 2S, 1S14, " Woriu," rol. rl., p. SOS. 

• Aet of Dee. 15, 1S14. 
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%o tii6 capacity of the still, or the amount of spirits 
actually produced. Licenses were likewise increased 
fifty per cent, as were the postal and many stamp 
charges; while the duty on sales at auction liad been 
raised one hundred per cent* In addition, new taxes 
were laid in response to the secretary's rct>ort, and the 
general charge of the public debt applied to them, upon 
pig iron, iron castings, bar and rolled iron, nails, and 
candles at specific rates, while the manufactures from 
paper and leather, as well as playing-cards, vellum, 
hatSy umbrellas, saddles, bridles, boots, shoes, beer, ale, 
tobacco, cigars, and snu£F were rendered dutiable at ad 
ralorem rates. Upon household furniture and person- 
alty above 9200 a progressiro tax ranging from f 1.00 
on the value of 9400 to f 100 on the value of f 9,000 
was laid, while watches were taxed under a separate 
category.* The direct tax was also increased to six 
millions annually, with the privilege of State assump- 
tion attached, as provided in Acts of earlier date.* 

But these measures were destined to be of little ser- 
vice to the Treasury; for scarcely had they received 
the President's signature, when peace was declared. 
Almost immediately a marked revival in the customs 
revenne was manifested,^ while industry, confined for 

t Act of Dee. 23, 1S14. • Act of Jan. IS, 1S15. 

* Aci of Jm. 0, ISIO. This priTilego of aasampiion wm taken ad- 
▼aiHiiSe of bjr Kew York, Penn^jrlrMiiA, VirgInU, Sooth CAroUtiA, 
C^ooifla, Keatockj, and Ohio in tho lery of 1813, and bjr New York, 
8««lk Carolina, Gconsia, and Ohio in ilie lery of the Utor date. In 
tiM oilier States, fctleral oMcers eomploted tho sssnnimont, and made 
Ike eolleetione from tlio indiTiilnal tazpajrora. 

« Tko reoefpta frooi tho-eostoms in 1810 amoantod to the «npiee»' 
' ma of 698,808^4. 
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over a decade to domestic ezpansioB, begar4 |to reeover 
itself. 

As legatee of the war, the Democratic party now 
found itself bunlened with an indebtedness of one huii- 
drcd and twenty-seven millions ; and Secretary Dallas, 
roughly schooled by experience, and appreciating more 
thoroughly than Congress the untrustworthiness of the 
customs revenue, favored the retention of a portion 
of the excise system sufficient to produce seven millions 
of dollars as a liasis for any emergency which might 
arise in future.^ To this opinion Congress deferred 
by refraining from any immediate action upon the sub- 
ject The people paid* the taxes without complaint, the 
reorganization and pivyment of the public debt being 
a matter of the first importance. For two years after 
the close of the war the internal duties were permitted 
to remain upon the statute books, when Congress, 
moved by a message from the President, finally deter- 
mined that no more internal taxes should be collected, 
save those in arrears, after the year 1817.* 

The immediate result of this over-confident action 
was a deficit in the budget, amounting in 1819 to three 
million dollars, which had to be met by a temporary 
loan.* The deceptive increase in receipts from the 
customs was but temporary, and due to the abundance 
of English goods, so long deprived of their most lucra- 
tive market, which sought oui shores. In fact, had it 
not been for the arrearages of the direct and excise 
taxes, which continued to form a budgetary item as late 
as 1848, the deficiency would have been a recurring 

1 8tata Papeti, vol. ix., p. is. * Aet of IU7 15, ISM. 
• Aet of Dee. 33, 1817. 
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one, as the castoms receipts seldom sufficed for the cur- 
rent needs of the Treasury.* From tliis time on, down 
to the outbreak of the Civil War, no recourse was had 
to internal taxes of any kind, though the Treasury suf- 
fered alternately from excessive or deficient revenues. 

The distressing embarrassments exiKrienced from too 
exclusive dependence upon revenues from sources ex- 
ternal to the country, and the absence of machinery 
by which the internal resources of the nation might 
bo immediately realized on, has taught the lesson, to be 
eren more strongly impressed by the exi)erience8 of the 
CHril War, that a sound financial policy always provides 
IB time of peace for the possibility of war ; and the ex- 
perience of the United States proves conclusively that 
customs revenues are so irregular that the means for 
immediately realizing upon the proceeds of current in- 
dustry should never be permittefl to get out of run- 
ning onler. The absence of such a system of internal 
taxation at tlie outbreak of the War of 1812 was a mat- 
ter of regret to Secretary Dallas, and certainly offers 
m lesson in practical policy; for, had such a system 
existed, tlie early movements of the war would have 
been greatly invigorated, the public cre<lit might have 
been preserved unimpaired, while the pecuniary contri- 
bations of the people would have been rendered more 
efieetive.* 2Ioreover, when Congress did take the mat- 
ter of inland taxation in hand, it did it so ungraciously 

* Thm reoefptf from tlie naIcn of public lands also formed a conaid. 
otbUo item In tko ammal Imdgot ; the rovenno from this tonrre alone 
!■ taas Mioutinf lo fonrteen milHom, while dorins the IdUowiag 

tlie raeefpte row to twentj-fonr milliona. 

• Ct Repofiea Ftmuioee, Stoto Papers, vol. Ix., p. S. 
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as to inspire little confidence and to offer but little 
relief. Unwise taxes were levied, and false estimates' 
made. For instance, the secretary estimated a return 
of 4^3,600,000 from manufacturev while, as a matter of 
fact, the reeeipta were only about one-sixth of tliat sum. 
From household goods two million dollars were expected, 
instead of fifty-one thousand actually turned into the 
Treasury. In all branches of the revenue the same dis- 
crepancies might be shown ; and especially true was this 
during the first two yean of the system, when assis- 
tance was most needed. Throughout ito existence the 
administration was sadly imperfect ; and but a portion 
of the taxes assessed were ooUected, as will be seen by 
the following table : — 



and OoOeoted, with Ooet of OoUeotlBt tlie 
for tlie Tisoal Tears — 



1814 
1815 
1816 
1817 



AOTBCBa 
TA!CEa. 

•3,202,1(17 
0.242;S03 
4,G33,700 
3,002,000 



AMOinrr 
ooLUKmca. 

•1,010,908 
4,076,020 
S,2S1,121 
3,000,000 



COST or 

OOLUUTIOIt. 

•143,001 
270,277 
203,440 
130,000 



7^ per cent. 
0«e per cent* 
4Jpof cent. 
percent 
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CHAPTER III. 
VBB PSBIOD or THB CIVIL WAB. (1861-1870.) 

DuBiKo the forty-eix years which intervene between 
tlie events recorded in the last chapter and the outbreak 
of the Civil War, no recourse to internal taxation seems 
to have been contemplated by either of the great polit- 
ical parties; and, saving an occasional difference of 
opinion over the United States Bank and questions of 
internal improvements^ the Democratic party was able 
to cling consistently to the heritage of political ideals 
upon which it had come into power at the opening of 
the eentury. 

Persistent constitutional jealousies of the federal 
power defeated every measure for the betterment of 
tlie fiscal service. The second Bank of the United 
States fell before this hostility in 1836, and was treated 
as summarily as the excise had been twenty years ear^ 
lier. Plans of expenditure for intenial improvements 
were disposed of in a similar manner, while a vacil- 
lating tariff policy stimulated industrial activity one 
year, only to destroy it in the next The policies of the 
various incumbents of the Treasury Department during 
fhiM period differ only in detail. Economy of adminis- 
tration was the aim of the party in power ; and the 
lestrictioii of governmental functions to the narrowest 
possiUa scope, the guiding principle of treasury manage- 
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The era upon which we are now about to enter marks 
, a clearly defined breaking away from such policies. 
For the first time in its history, American political 
thought shook itself free from the strict constructionist 
. teachings which had animated all economic legislation 
for over two generations ; for, just as the War of 1812 
marks a more or less complete breaking away from an 
• outgrown colonial policy, so the new order, inaugurated 
by a domestic struggle, developed financial and Indus- 
trial conditions only commensurate with the new era of 
national life into which the country was irresistibly tend- 
ing. The Civil War was a formative period. It was an 
era of fiscal reorganization, in which old political ideas 
and the last vestiges of colonialism were being sloughed 
off, never to be resumed again. The nation had achieved 
its majority, and the forces which had been gathering 
strength since the time of Jackson crystallized into per- 
manent fori:;. 

At the outbreak of the Civil War the finances were 
in confusion. Under Cobb, the retiring secretary, things 
had been going from bad to worse. The tariff receipts 
had declined, and finally sank so low, during the period 
from 1867 to 18C0, as to require supplemental loans to 
satisfy the needs of the Treasury. Public confidence 
had been dissipated in a like manner by the loose fiscal 
methods known to prevail, while industry suffered under 
all the evils incident to an unregulated bank currency. 
Through extravagance, incorrect estimates, and the re- 
duction of the tariff charges, the public debt had been 
increased to sixty-five millions, which only with some 
difficulty had been pUiced upon the market Secretary 
Cobb, in his last annual report,' had forecast the impend- 

t Report M Ff nsncct, 1800, p. 7. 
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ing danger, and Bounded a note of warning of the ap- 
proaehing politieal crisis, which was to convulse the 
eountry for the next four years ; but nothing was done 
to cheek the tide of affairs until the advent of the Be- 
puMican administration under Lincoln, when the work 
of reconstruction immediately began, and from out the 
ruins of the fallen rigime was erected a fiscal order, 
probably the most extraordinary the modem world has 
known. From the opening of the extra session of Con- 
gress in the summer of 18G1, down to the close of that 
decade, probably more revenue measures were passed 
than during the preceding seventy years of the country's 
existeiice; while the amount of money extracted from 
the pockets of the people in the form of loans and taxes 
appears at this day almost incredible. From out the 
wreckage of the State banks was erected a magnificent 
natioiial banking system ; while the tax legislation, 
wbdly experimental in form, was of such vast proper- 
tkms and so far reaching in its consequences, that the 
natioD stood astonished at its resources and alarmed for 
tlie consequences of its acts. 

Accustomed heretofore to a degree of prosperity pre- 
TioQsly unexampled in the history of nations, the United 
States had grown rich without having experienced the 
weight of national burdens, and likewise unconscious of 
its ability to sustain them. Providentially, the nation's 
power of endurance was to be tested only by degrees ; 
for had the immensity of the struggle upon which it 
waa entering been apparent at the outset, the country 
would probably have shrunk from it in despair. 

To the extra session of Congress, convened at the call 
€f the President in the summer of 1861| Secretary Chase 
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iubmitted measutes which he considered necessary and 
competent to the " speedy and effectire suppression of 
the gigantic rebellion." In it he estimated the probable 
annual needs of the Treasury at $318^10,B18, a sum to 
be raised wholly by means of loans, while taxes were 
to be relied upon to meet the annual interest charges 
Uiereon, as well as to make up the current deficiency 
In the civil expenses. His financial policy wtt based 
exdusirely on loans. No attempt was to be made to 
meet any portion of the extraordinary war expenditure 
by taxation, a decision which, like tlie projects of Gal- 
latin fifty years earlier, seriously imperilled the credit of 
the government Of the revenue, the customs, wholly 
unreliable, was to be the chief stay, and was expected 
to produce fifty-seven millions, while a direct tax, to be 
apportioned among the States according to their respec- 
tive populations, was advocated, sufficient to produee 

twenty millions more.* 

In so far as ]klr. Cliase recommended that the extraor- 
dinary expenditure be met wholly from loans, Ckmgress 
fully concurre<l ; but in the matter of toxation it pos- 
sessed opinions of its own. The plans advanced by the 
secretary for the direct tax were promptly discarded as 
unconstitutional, while the new tariff measure followed 
lines somewhat different from those laid down in the 
secretary's report The apportioned State tax, 9» finiJly 
passed, was for twenty million dollars, wHich was to be 
assessed, upon free and slave States alike; while an in- 
come tax of three per cent on all incomes over eight 
hundred dollars was atUohed to the measure.* 

> 8«Mt. Bx. and Mbe. Deo.. Ko. 9. FInt Senhm. Thirty 
Ontgnm. * Aet at A«g- >• IM. 
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Etoi at ihif time the war was not taken verji seri- 
imtlyy and the magnitude of the struggle which was to 
oonrnlse the nation for the next four years was but 
litUe appreciated. For this reason the measures adopted 
were riewed as but temporary, and did not contemplate 
a eontiniied or permanent deficiency in the revenues. 
In the closing days of the year, however, affairs began 
to assume a graver hue, and the character of the war to 
be more generally appreciated. Specie payments were 
raspended by the banks on Dec. 28, 1861 ; a few months 
after the government began its issue of demand notes, 
whose purchasing power steadily declined from the day 
of istfoe, while the prices of commodities as steadily 
rose. 

When Congress reassembled in December, the secre- 
tary was forced to acknowledge the inaccuracy of his 
earlier estimates. Instead of fifty-seven millions from 
the customs, as he had expected, he now felt constrained 
to reduce his estimate to thirty-two millions, while rev- 
enues from miscellaneous sources manifested a like fall- 
ing off. Keither the direct nor the income tax had as 
yet become operative, and little could be expected from 
them for some months at least 

In view of these showings, as well as the fact that 
Ike pnUio debt was piling up at the rate of two million 
of dollars a day, it seemed to the secretary advisable to 
increase the revenues to ninety millions, by a modifica- 
tion of the eustoms duties and the direct tax, and the 
inangoiation of an excise system, modelled after that of 
Ike War of 1812, and based upon whiskey, tobacco, 
carriages, bank-notes, conveyances, legacies, and the 
lika* From these combined sources it was felt that 

> ll s f sr t sa Flaaaeii, ISOl, p. 15. 
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every possible demand of the government could be 

met 

A sound financial policy, as was soon to be demon- 
strated, demanded much more than this ; but Mr. Chase 
was still enamored with his << loon policy,'^ and imbued 
with the widely prevalent belief in the early termina- 
tion of the war; while he feared, along with many 
others, that a vigorous resort to taxation would weaken 
the war spurit of the people, burdened as they were with 
the other consequences of the struggle. 

How greatly he miderestimated the loyalty and will- 
ingness of the people to sustain him in his efforts, is 
seen from the tone of several memorials presented to 
Congress by various commercial and scientific associa* 
tions, praying that more adequate measures be taken 
for the prosecution of the war. The New York Cham- 
ber of Commerce advocated the raising of 9214,000,000 
from the excise by substantially the same methods which 
the English system employed ; while the American Geo- 
graphical and Statistical Society memorialized Congress 
to devise a system adequate to produce $268,000,000 from 
inland sources, with customs duties sufficient to increase 
this sum to 9318,000,000.^ 

Congress appreciated more clearly than did the secre- 
tary the magnitude of the struggle upon which the 
country was entering, and better imderstood the temper 
of the people. But no data Q^isted upon which it might 
base its action, no reliable statistics of commerce and 
manufactures were availali!(e^ and history offered little 
for guidance save the emergency systems of 1794 and 
1814. The House, however, instructed the Committee of 
Ways and Means to prepare a bill adequate to produoe 

1 8ss Bamkert^ Maiftutim, vol. xvl., pp. OlS. TOMIf. 
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at l«ut one hundred and fifty millions of ierenue,> and 
en the 12th of March, 1862, Mr. Morrill of Vermont in- 
tfoduoed a measure embodying the views of the com- 
Bittee, which was thought sufficient to yield this amount. 
The extra session of the preceding year, which was so 
ptolifie of fiscal measures, had authorized loans amount- 
ing to »610,000,000; and these, if current expenditure 
oontinaed unabated, would probably have to be increased 
to ♦060,000,000 before the close of 1862, The interest 
efaarges alone on this amount would reach from sixty to 
seventy millions ; and the civil establishment would de- 
aand sixty millions more, while the military foree to be 
maintained subsequent to the termination of the war 
would considerably increase this amount Public inter- 
est as well as a sound financial policy, demanded that 
all of these charges should be met from the proceeds of 
corrent revenue. Further than this, a vigorous applica- 
tkm of the taxing power is always essential to a sound 
ciedit^ especially if deficit financiering Iw long continued, 
as it was during this period. It is unfortunate that this 
most elementary principle of finance was not appreciated 
before the war had been in progress nearly two years, 
and the credit of the government had been so seriously 
'-npaired. Even at this time the Administration did 
oontemplate more than the raising of permanent 
expenditores by taxation ; all other expenditures were 
to be met by the further issuance of loans. 

In Congress the discussion upon the report of the 
eommittea wore on for three months. Amendments 
wire offered to almost every section of the bill, while 
aefesil aattrely new measures were introduced. As 

* Bj JolBi RsMlailoB, Jan. SI, ISOI. 



finally engrossed, it provided in general for the following 
taxes : upon beer, ale, porter, and other malt liquon, one 
dollar per barrel ; distilled spirits, of first proof, twenty 
cents per gallon \ upon private persons or corporations 
carrying on trade, a special license tax varying according 
to Uie nature and amount of the business done ; while 
upon all manufactures, articles, and products, specific or 
ad valorem duties were levied, the general level of the 
latter being three per cent Upon auction sales one- 
tenth of one per cent was imposed. Carriages, yachts, 
billiard tables, and plate were taxed according to descrip- 
tion, as in many of the State systems. Corporations were 
taxed according to various methods, the gross receipts 
tax being applied to railroads and transportation com- 
panics, while banks, trubt, savings, and insurance com- 
panies paid upon dividends declared. Despite the 
opposition to the income tax, it was retained and made 
sliglitly progressive in principle, while the. exemption 
allowed was reduced to six hundred dollars. V\fovk 
receipts from advertising, ilie same rate as uixm rail- 
roads (three per cent) was imjiosed \ while stamps.V{iry- 
ing in amount from two cents to twenty dollars were 
affixed to every transaction and to every bill of ex- 
change. Legacies and distributive shares of proj)crty 
were also taxed according to degree of consanguinity.^ 
As will be seen, the measure was very diffuse. Few 
taxal)le articles or forms of wealth were permitted to* 
escaixs. The committee had aimed, as )[r. Morrill said, 

> Act o( J«1j 1, ISOS. The eomploio text of tlio mesiure, wlileh 
II Ut flfty-eoven pagon of tlie Siatuten iit Imt^, nmy bo foaiMl In vol. 
xii. of thoee pabneaUene, p. 499 ef &eq. The rates of tozoe m« to bo 
fowid oiofo faUj oxpUUood ia — beaqaeot ehaptert. 
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to ^aroid all extremes/' and to ^^ propose duties upon 
a large number of .objects rather than confine them to 
a lew, and thereby be forced to make them excessive 
in amount, and for tliat reason entirely unreliable." ^ 

Concurrently with the debates upon this measure 
went a discussion of the tariff. Compensatory customs 
duties were obviously demanded to equalize the internal 
taxes^ as well as to conciliate the manufacturing inter- 
ests. The celebrated tariff measure of 1862 was there- 
fore passed, in presenting which to this House Mr. 
ITorrill remarked : *^ It will be indispensable for us to 
rerise the tariff on foreign imports, so far as it may be 
■eriously disturbed by any internal duties, and to make 
proper reparation. ... If we bleed the manufacturer, 
we must see to it that the proper tonic is administered 
at the same time." * 

Created as these measures were, with but few prece- 
dents for guidance, with conflicting State interests to 
avoid, and with a people unfamiliar with federal taxa- 
tion to conciliate, — a people taught to look upon the 
tax-gatherer, especially if he bore the credentials of the 
United States, as quite as invidious as the publican of 
dd, — the fiscal legislation of this session was in a 
large measure successful, and not unworthy of admira- 
tion. Uany grave errors were soon discovered to have 
crept into the measure, owing to the liaste in engross- 
ing it and the novelty of its provisions; while countless 
eomplications confused its administration, owing to the 
diflkmlty of properly interpreting its meaning. The 
serious of the former were removed by corrective 
while the generous discretionary power 
> Cm^§nmUmi Ohbe, ISSMSID, p. IIM. t Jhid., IIOS. 
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granted the Commissioner of Internal Revenue enabled 
him to supplement and relieve the latter by his own 
rulings. 

Up to the passage of this Act, the policy of the Ad- 
ministration liad been in a sense apologetic and concili- 
atory; and it was feared that such a drastic measure 
would arouse opposition to the continuance of the war, 
Ko such result followed, however ; in fact, the govern-, 
ment was apparently strengthened by it, while public 
securities immediately became stronger. Trade was by 
this time recovering from the early effects of the war, 
and was rapidly expanding under the stimulus of an 
inflated circulation and the unusual government de- 
mand. Prices were also rising, the market was enlar- 
ging, and the demand for lal)or was oonstant, so that 
under these conditions the support of the war became 
a cheerful duty to the majority of citizens. 

Contrary to all expectations, the measure did not 
immediately affect the Treasury receipts. For the ten 
months of the fiscal year 1863, the returns from all 
internal sources were but 937,640,787, instead of orer 
$100,000,000, as had been expected. This disorejMuicy 
between estimated and actual receipts the secretary en« 
deavored to explain by the newness of the law and the 
imperfections of its administration; '^but such care,'' 
he said, ^Miad been taken to obtain correct premises, 
that it was hardly thought possible that the conclusions 
deduced from them could be wide of the truth.'' > Mr. 
Morrill had estimated the revenue for the first year of 
the operation of the act at 9101,925,000;* but Secre- 

1 Report on Flnaneei, ISKI, p. 3. 
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tmrj Chase, beliering this an overestimate, had secured 
a competent statistician, who devoted himself for some 
time to <' ascertaining, with the aid of practical men, 
ooBversant with business, the probable amount of rev« 
enne horn each object of taxation," and, as a result of 
these calculations, he thought it safe to anticipate at 
least $85,456,303 from the excise,' a sum, as we have 
seen, more than twice the amount actually turned into 
ilie Treasury. This great divergence between actual and 
estimated receipts, the secretary thought, was due to the 
''imperfect execution '^ of the law, to the cluinges made 
in it. by Congress, and to the nature of tlie system 
itself. 

By this time the war had been in progress nearly two 
years and a half, the public debt had reached the ex- 
traordinary amount of 91,098,793,000, and the public 
riewed with some apprehension any further resort to 
credit But from this time on a turning in the tide is 
noticeable, and the receipts from the excise steadily in- 
crease in importance. Thtis, while the receipts from 
this soarce for the quarter ending Sept. 30, 18G3, were 
bat seventeen and one-half millions, in the succeeding 
quarter they rose to over twenty-seven millions, while, 
for the closing three months of the fiscal year 18G4, 
OTcr thirty-seven million dollars were rotumed from 
this sowoe. 

The fall magnitude of the struggle had also become 
nppuenti and the loyalty and spontaneity with which 
As nation had accepted earlier legislation imposing 
led the Administration to contemplate even 
dependence upon this source in the future. 
> Report on Ftssneai, ISOS, p. 8. 
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The pure 'Moan policy'^ had failed beyond cavil, and 
must be abandoned* Sound financiering, as well as 
the public prejudice against an inordinate indebtedness, 
clearly demanded a more vigorous utilization of the 
taxing power. This fact is recognized by Mr. Chase in 
his December report, in which document he boldly ad- 
vances plans for the increase of the tax levy to one 
hundred and fifty million dollars from the excise alone.^ 
In this report the secretary at lasts deserts his previous 
timid policy, and advocates plans somewhat commen- 
surate with the serious nature of the occasion. 

This portion of the policy of Mr. Chase has been the 
subject of much discussion. By many it has been con- 
tended that, had he nuinifested the same courage and 
independence in the earlier stages of the war that char- 
acterized his later recommendations, not only would the 
Treasury have been saved millions of dollars, but the 
moral effect of an adequate revenue upon the South 
and foreign nations might have operated to bring the 
war to a more speedy termination. Doubtless a more 
vigorous application of the taxing power would lutvc 
had those effects; doubtless, also, the credit of the 
country would have been better sustained had taxation 
been more resolutely applied ; but, to be sure that this 
would not have been a penny wise and i>ound foolish 
policy, it is necessary to estimate the effect of such a 
policy upon the industrial conditions of the country. 
As a matter of fact, all testimony seems to indicate 
that trade and industry during the first eighteen months 
of the war were most unsettled and abnormal. Capital 
was in a state of flux. Labor was seeking new fields^ 

1 Report OS FIbsbmi, 1S63, p. IS. 
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wlifle new industries were everywhere making their 
appearanoei erentoally eompletely to alter the appear- 
ance of the conntiy. Successful financial management 
in time of stress demands that the first solicitude of a 
miliister be the material well-being of the people. ''A 
poor nation, a poor treasury/' should be the guiding 
axiom of all Treasury management. In the early days 
industry would hardly have borne the burdens which it 
later accepted with comparative ease. It would l^ave 
been embarrassed, possibly seriously crippled, by the 
sudden changes in the conditions of trade and produc- 
tion which such a weight of taxation entailed. 

Bui aside from the inability of the country to sustain 
tiieh a drain, was it possible to have rendered the ser- 
vice more efficient and thus more immediately produc- 
tive ? As we have seen, the receipts for 18G3 were but 
slightly in excess of thirty-seven million dollars from 
•oiuees which the most conservative had believed capable 
of producing eighty-five millions. In 1864 these same 
•ooroes yielded one hundred and nine millions ; while in 
the succeeding year two hundred and nine millions were 
covered into the Treasury, mainly from the same sources 
and at the same rates as obtained in the years preced- 
ing, for the Act of 1864 but slightly affected receipts in 
this latter year. These facts clearly indicate that the 
fmlt lay not so much with the inadequacy of the meas- 
we as in the faulty administration of the system. In- 
eieasing^ as the receipts do, at a nearly geometric ratio 
for these three years, it is by no means certain that the 
law of 1862 would not have proved as productive in the 
loof nm as the later enactment \ for, as the Bevenue 

of 1865 stated^ the extravagant rates of the 
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laws of 1864 and 1860 were in large part neutralized by 
the losses arising from evasion and fraudulent returns. 
Experience seems to teach that time, and time alone, is 
essential to perfect and render productive an intricate 
system of excise. 

In view, therefore, of the unsettled condition of indiui- 
try, as well as the imperfect development of the fiscal 
machinery, is it not unjust to lay at the door of the 
Treasury Department the responsibility for the tardy 
productivity of tlie excise? At the outside, receipts 
could hardly have been advanced more than nine montlis, 
even had Ck>ngress taken the subject of taxation reso- 
lutely in hand during the si)ecial session of 1861 ; and 
few will maintain that it was at that time in a ix>si- 
tion adequately to grapple with the problem. It would 
seem that the most that could have been done by the 
earlier sessions of Congress lay in the line of prcpara* 
tion, and possibly in the affixing of certain taxes to the 
schedule which would have fallen on realized wealth and 
been more immediately productive. And this the secre- 
tary should liave provided for. 

By 1863, however, things had changed greatly. Com- 
merce and industry had become accommodated to the 
changed conditions of production, and Congress was 
equipped with data which enabled it to proceed less ten- 
tatively and with more assurance of success. Early in 
1864 the rates upon certain classes of luxuries, such as 
distilled liquors, had been increased, as were also the 
stamp and license taxes ; ^ but still the receipts from in- 
temsl sources were comparatively light, and the general 
acquiescence of the public in the earlier measures led the 

1 Ael of Mareh 7, ISSL 
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■eeretftiy to leeommend still further resort to taxation. 
In compliance with this recommendation, a bill was in- 
irodnced into Congress which was most sweeping in its 
prorisions. The discussion which ensued brought up 
tlie entire fiscal policy of the Administration, although 
the opposition mainly centred itself upon the general 
excise upon manufactured products. In general the bill 
followed the lines ontiined by earlier legislatioUi al- 
though a general increase in rates was made. Thus 
the duty upon spirits, which had been 20 and 60 cents 
under the earlier laws, was increased to 91.60 and 
92.00 per gallon under the new ; upon smoking tobacco 
the tiuL was more than doubled, while the tax upon 
dgan was advanced from a maximum rate of 93.ff0 
per 1^000 to a maximum rate of 940.00 per 1,000. In 
a like manner, although not to such an extravagant ex- 
tent, license taxes were increased, while specific duties 
upon many manufactured products were doubled. The 
general ad valorem rate was increased from three to 
five per cent upon most articles included in the former 
schedule, while numerous new sources of revenue were 
ferreted out and taxod.^ 

Kothing was omitted, from the raw product to the 
finished commodity. Often an article received a half- 
dosen additions ere it reached the consumer. And not 
only were all the constituent elements which entered 
into an article taxed, as the bolts, rivets, castings, trim- 
■ingt, and the like, of an engine, but the engine, when 
tompkieif was subject to an additional ad valorem duty 
npon its value; while all repairs which increased the 
vnhw of an artiele ten per cent were rendered dutiable 

t The 4sls eC the pssii^ sllhe masMfs is JwM ao, ISM. 
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at a like rate. It was the most comprehensive measure 
in our history. The tariff duties were also revised to 
equalize the bunions upon the domestic producer. 

Speaking of the fiscal measures of this period, an 
observant Austrian writer has said : ^* The citizen of the 
Union paid a tax every hour of the day, either directiy 
or indiiectiy, for each act of his life ; for his movable 
and immovable property ; for his income as well as his 
expenditure; for his business as well as his pleasure. 
Stamps were affixed to the smallest agreement, and the 
most insignificant bill of exchange bore a tax ranging in 
amount from that on a small receipt to one of twenty 
dollars. Incomes were not only burdened by a regular 
tax, but also by an extraordinary payment, while to 
these must be added State, county, snd municipal taxes 
of almost an equal amount" ' 

The additional taxes imposed upon manufactured arti- 
cles by this act were received with unconcealed opposi- 
tion by the producing interests, who insisted that the 
tax was not diffused among oonsumers by being added 
to price, but was taken almost wholly from their profits. 
AVhatever view we may take of the ultimate diffusion of 
taxes, it must be admitted that, in its early operations, 
an excise is difficult to shift, and may work decided dis- 
couragement and injury to industry. Certainly such 
was the case during the period now under discussion ; 
for, during the early stages of the war, industry suffered 
severely in accommodating itself to the changed condi- 
tions of trade and production. By 1864, however, prices 
had already begun their upward flight, and had become 

1 •• FfiMnsen mid dis Tiaamt^O^rnhkhtm der Tsfslalfln 
Tou AmsffikA," Uoek, p. ISl. 
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•0 elantio as to respond readily to every change in the 
rate of taxationi or in the amount of the circulating 
mediuoL The manufacturers maintained an actiye op- 
podtioiii and memorialized Congress to abolish the 
general excise altogether, and to substitute therefor a 
uniform tax upon sales. Such a tax, they maintained, 
imposed at the time of purchase, would be borne with 
greater ease by the people, and would not offer the same 
op p o rtu nities for eyasion as a duty imposed at the place 
of manufacture. The Commissioner of Internal Berenue 
himself guardedly approved of the change,' the simpli- 
city and apparent ease of assessment commending it to 
him. Oddly enough, Adam Smith is quoted in defence 
of the tax ; while, as a matter of f aet, if there is one tax 
which the author of the <' Wealth of Nations ^^ unequiv- 
ocally condemns, it is the tax upon inland commerce, to 
the freedom from which in England he attributes in 
large measure the prosperity of that country. Mr. Mor- 
rill was most strenuous in his opposition to the proposed 
change^ which he said was contrary, not only to all the 
laws of trade, but to every sound principle of finance as 
wdL Its administration would require the maintenance 
of an army of officials to guard the transportation and 
tale of goods, and would subject every manufacturer 
merehanti or shopkeeper to the continued presence of 
the tax-gatherer. It would obstruct trade, and be most 
difleuh of collection, and would be in effect equivalent 
to the erection of tariff barriers about every transaction 
ia the co untry. History has sanctioned these objections 
of Mr. Morrill, as well as the adverse vote of Congress 
wfmk the bill ; for, as Adam Smith has shown, it was 

> Beport onFiaaaeet, ISSI, p. 
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the Alcavala, or duty upon domestic commerce, which 
aggravated the revolt of the Netherlands against the 
tyranny of Spanish oppression, and in Spain herself 
caused the ruin of her industries.^ 

One of the most anomalous and indefensible provis- 
ions of the bill was the tax upon repairs, which, like 
all taxes upon improvements, tends to discourage provi- 
dence and economy. Further than this, it was well-nigh 
impossible to collect it, inasmuch as it is in so laq;e 
measure self-assessed* It presumes that any increment 
of value is equivalent to new production, and should be 
taxed accordingly. The tax on repairs never proved 
productive, tlie receipts for the fiscal year 18C6, the last 
of its operation, being but 9848,391. The income tax 
was also assessed by irritating methods, Which rendered 
it needlessly unpopular ; while the general excise u^xm 
manufactures and products insisted upon many need- 
less details, which aroused the opposition of the produ- 
cing interests. At the same time the penalties for 
fraud and attempted evasion were inadequate, and did 
not prove effective in preventing great loss to the 
revenue. 

At the close of the fiscal year 1804, Mr. Chase re- 
signed the portfolio of office, and his mantle fell upon 
the shoulders of Mr. Fessenden pi Maine. • As the new 
secretary confesses in his December report, the finances 
of the country were in a most discouraging condition* 
The balance remaining in the Treasury was less than 
nineteen millions of dollars; requisitions remained un- 
paid amounting to seventy-two millions, while . certif- 
icates of indebtedness * outstanding aggregated one 

1 •• Wfdtb d KMiom," Book Y., oksp. It 
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kimdred and sixty-nine millions.' Moreover, the pros- 
peet for the continued sale of bonds was far from flatter- 
ing ; gold had reached the pinnacle of its upward flight, 
while the pending election greatly depressed the money 
market The condition of the revenues was, howeveri 
most reassuring, and during the coming months began 
to justify the hopes which had been earlier reposed in 
them, the excise alone not infrequently bringing in as 
much as a million dollars a day. From this time on 
to the close of the war the condition of the Treasury 
was much improved, the public securities regained credit, 
while the actual receipts from the various sources greatly 
exceeded the estimates. 

Bnt| despite this gratifying showing, Congress, as 
a closing enactment to the long series of fiscal measures, 
aaw fit to increase the rates of internal taxation, already 
oppressively high in many instances, by the law of 
Uareb 3, 1865. By this measure every possible article 
which had escaped the scrutiny of the earlier Acts was 
•ought out and taxed. The general ad valorem rates 
were increased twenty per cent, or to six per cent upon 
most manufactured articles ; and provision was made for 
the appointment by the secretary of a special Revenue 
Commission to inquire into and report upon '^ the best 
and most efficient mode '' of raising the necessary rev- 
enua for the support of the government This was the 
closing act of the war, but it did not become operative 
in time to afford any relief to the revenues. As a mat- 
ter of fact, aside from the invigorating effect of the 
lesolele resort to taxation upon the credit of the conn- 
try^ neither the excise nor the customs afforded the 

1 Report on Fiasaoos, 18SI, p. 19. 
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Treasury any great measure of support until the most 
urgent necessity for the same had passed. During the 
fiscal years 1861 and 1862, the receipts from the former 
source were practically nothing ; while in 1863 they rose 
to about •39,000,000, but little more than sufficient 
to meet the interest charges upon the public debt 
Even as late as 1865, the receipts from this source, 
added to those of the customs, only exceeded the ordi- 
nary civil expenditure and the interest on the public 
debt by • 160,000,000, while the total expenditures of 
the Treasury were $1,906,430,000. This relation be- 
tween the revenues and expenditure may be more graph- 
ically exhibited by the following table, expressed in 
denominations of millions: — 



OoUooCkmo and SspoDdtturo for the Tiooil Yoont- 


— 




teas. 


ISOS. 


1SS4. 


ISOS. 


ISOS. 


Cnitmn* Itorenue 

IiiUnuU ItereBiM 

MlMelUnaoof Sovreet .... 

Total Il«T«iiM from Taxes, eie.. 

Net OnliBMy Expondlloro, not 

inelodlng Intorei t CUaivei < . 

TnUl OmM KxpeiMlltiiro • . . 


40M 
l.Tt 
Ij06 


iJDO 


102.31 
110.21 


SIJO 

910X0 

3111 


170 J0 

311.90 

S7.77 


01jn 


11X08 


SII.S8 

ian.M 


331.70 

1317.70 
11MMU3 


MMUH 



Tlio system was slow in attaining any degree of effi- 
ciency, owing to tho newness of the provisions, tlie 
untrained officials to whom its administration was in- 
trusted, the constant tinkering and changes made in 
it by Congress, and the extravagance of many of the 

1 By not ofdinoiy ozpondltiiro if moonl ozpoadltiiro on boluilf 
of wor» tho nsTjf IndlMia, pomlonf, oad mlaeolUnooiu perpeooo. 
Oioii oxpoodltiireo inelmloo tho ohoro m woII m into r oi l , pfoail* 
vino, oed olhor pojmonto on bohalf of tho pabllo dohi. 
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iaxm, which were so high as to induce wide-spread 
eTasion and frauds often with the connivance and assist- 
ance of the officiahi. It may, in fact, be stated as a 
prindplei that the experience of this period goc$ to prove 
that in time of peace the machiner}/ for immediatebj 
ftalizinff upon the current! tf created wealth of the countrff 
should never he permitted to get out of running order; for 
had there existed in 18G1 some form of internal taxes 
with which the peojfle were familiar, and which was 
sHjfieientijf elastic to permit immediate extension, the 
Treasury would not have suffered from the straits to 
which ii was reduced, the necessity of resort to treasury 
neies might have been averted, and the war been more 
vigorously prosecuted. 

Am it wasy the internal system was of substantial ser- 
Tice less from any real contribution afforded to the Treas- 
ury, than from the support which it gave to the credit 
of the country and thus to the conduct of the war. 
And as such the excise was wcll-nigh iiiilispcnsablc, as 
it was to the plans of reconstruction set on foot at the 
dose of the war. 

And Congress, aided by the counsels of the Secretary 
erf the Treasury, and the later appointed Special Com- 
missioner of Bovcnuc,' now found itself confronted with 
the problem of how to raise the revenue demanded by 
the eontemplated reduction of the public debt, the pay- 

1 ICr. DmvM A. tTelU, tlio ehalrmaii of ilio Roronuo Commliffoii 
appoiBtod ttBder avthoritj of ilio Act of March 3, 1805, wm tiibM- 
q mtm U j teloctod m 8pocl«l CommiMioner of Rorenao under an Act of 
Jmff SS^ 1SQ8, wbote duiloi il was to iiiTCftl|n»to and from timo to 
tiiM **npoti, iliRNigh the fioeielary of the Troatursr, to CoDgieM, 
•itlMT ill tlis form of a biU or othenriM, aoeh modifleationf of the 
mo of la ttt fcm, or of tho methods of oollocUaf the lOToiiiMa, and 
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ment of the interest diarges thereon, and tlie mainte- 
nance of the civil establishment, including the war and 
navy departments, by means which should neither re- 
press industry nor check enterprise, and which, at the 
same time, should be so devised as to bear most heavily 
upon those most benefited by, and most capable of bear- 
ing, the taxes. The circulating medium was redundant, 
and consisted largely of inconvertible paper; a large 
floating indebtedness Imd to be funded, while early 
loans now falling duo were to be reissued, and tho debt 
simplified and rendered nmnageable ; the Southern States 
were to be rehabilitated with Union vestments, and tho 
wheels of commerce readjusted to changed economic 
conditions. A reduction of the currency to reasonable- 
proportions was demanded by every consideration of 
public welfare, while the monetary vacuum in tho South 
was to be supplied. A war tariff called for revision in 
harmony with tho demands of expanding trade and en- 
larged commercial relations, while the obstnictive taxes 
on raw materials, and the burdens of the inland duties, 
so prejudicial to that wide commercial activity so soon 
to follow, required immediate attention. 

At this time tho total indebtedness of the country, 
floating and funded, approximated three thousand mil- 
lions, upon which the interest charges, funded at five 
and one-half per cent, amounted to one hundred and 

mtch oilior facta pertalninf^ to tlio trade, Indmitry, eominoroe, or taxa> 
tlon of tho country, aa he maj And, by aetual ohncnratian of tho Uw, 
to bo oondnclro to tlio pnblto htteroat." Tho Spoelal Commlarionor 
mado four annual rcporta, and hii atatlntlcal inroailgatlona oovor 
almoil ovwy aapoel of the Snatioial, iiiduatrial, and monetary dis* 
ordots Imlnood by tho war, and form a mine of iaforaallsa le the 
•tudont of tho period. 
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(Ptetially adopted by Acts of July 13, 1870, and Mai-cli 
S, 1867.) Only with somo such alterations as these would 
the system of raising revenues from inland sources be 
''adapted to the age and our conditions ; the only one 
eompatiUe with great fiscal results and with that large 
freedom of industry which alone can ever adequately 
supply the coffers of an enterprising, competitive, and 
free people.'* * The report further arraigned the appoint- 
ment, retention, and promotion of officials for other 
reasons than qualifications of merit and good behavior. 
With this method continued, the Commission felt that it 
would be idle to hope for an efiicient and economical ad- 
■linistration of the system. To this cause was assigned 
much of the inefficiency of the officials, as well as the 
wide-spread fraud and evasion of taxes. Men were not 
infrequently appointed wholly incapable of appreciating 
the duties of their office, while others were removed 
because, in the faithful discharge thereof they had 
interfered with the private interest of wealthy and 
influential individuals. 

Bttt Congress paid slight heed to these recommen- 
dations; for the adjustment and speedy reduction of 
the public debt was the chief object of solicitude, not 
only on the part of the government, but of the people 
as well, who manifested an incomprehensible impatience 
at the thought of indebtedness ; and many wild schemes 
wcfo afloat for its Immediate payment, it being even 
proposeil, umler the elation of temporary prosperity, to 
extinguish It by voluntary contributions and have done 
with it forever. For this reason the recommendations 

< Bm Report of Rerenve ConmlMlofi, Hoose Ex. Doe. Ka H, 

Flm Sonkm, pp. 23-41. 



TEE PERIOD OF THE CIVIL WAR. 



76 



i 



\ 



I 

! 
I 



looking to an abatement of the taxes found but little im- 
mediate favor, either within or outside of the halls of 
Congress. For some months the country enjoyed a reao- 
tiou of enthusiasm and joy after the protracted years of 
despondency; and just as France, a few years later, 
shaken by diseord and faction, after the disasters of 
Sedan and the excesses of the Commune, collected her 
shattered energies, so the Union, reunited, vacillated for 
the moment, weak at heart, and then, with a mighty 
effort, indifferent alike to the false steps of tlie past or 
forebodings for the future, set herself resolutely at work 
to repair the breaches in her armor, and to develop the 
resources of her hidden power. No fact of our history 
demonstrates the wonderful recuperative power of the 
United States as does this; for no people in modem 
times took from their pockets two hundred millions 
of dollars with which to reduce the public debt within 
twelve months after the close of a domestic struggle 
of four years' duration, no nation ever assimilated to 
itself nearly a million of men with so little friction 
or disturbance, and none has borne so uncomplainingly 
a system of taxation most oppressive in its incidence 
for the defence of a principle. The country was but 
wounded, and the sympathetic energies rushed to her 
recuperation in the vast industrial development which 
followed in the first few years subsequent to the termi- 
nation of the war. Immigration poured into the coun- 
try, following the great ratlroa4ls westward, crops were 
bountiful, and the prices of farm products ranged high. 
An era of unparalleled railroad construction set in, and 
iron bonds soon united the Atlantio with the Pacific. 
Labor was constantly employed at high wages, and the 
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Sonth began to leassume the prosperity it had known 
before the war, while the prairies of the new West 
began to blossom as the rose. 

But this prosperity and overweening confidence were 
8hort4iYed« During the war the withdrawal of labor 
and the consnmption of the army in part compensated 
for the inroads of the State; but with the return of 
peace oonditions were reversed. Production was stimu- 
lated in excess of demand, an unhealthy spirit pervaded 
all enterprise, prices were speculative and uncertain, and 
while in general the country bore every appearance of 
p to sp er ity , industry was in a state of flux, and was under- 
giring a process of readjustment in harmony with peace 
eonditiona. Hard times followed for many on the heels 
of diminished government demand, and the burdens of 
taxatioii soon became unendurable, while the inquisition 
and official penetration into business affairs induced wide- 
spread complaint at its continuance. So long as the war 
lasted taxes were borne willingly, and paid with patriotic 
pride; bat, with peace re-established, selfish interests 
leiMsertcid themselves, and the critical eye of public opin- 
ion, diverted from graver affairs, soon perceived the evils 
nuromerable which pervaded the fiscal administration. 

At the same time the revenues continued in excess of 

penditores, while receipts from specific sources of tax- 
frequently exceeded expectations. The financial 
CNitlook being so reassuring. Congress, in the summer of 
1808, took the recommendations of the Commission seri- 
ously in hand, and in a rough way made them the basis 
of soboaqnent legislation. 

Tkb Act of July IS, 1866, which rendered unmanu- 
f ae Uu e d cotton dutiable at the rate of three cents per 
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pound, provided also for a horizontal reduction of twenty 
per cent of nearly all ad valorem duties, or to five per 
cent of the valuation of the article; while on many 
others, notably boots and shoes^ clothing, and other 
articles of wearing apparel, the rate was reduced to 
two per cent The taxes on coal, pig iron, books, and 
magarines were wholly repealed, as was the duty on 
crude petroleum a few months later ; while sensible relief 
was given the manufacture of sugar, cordage, steel, iron 
chains and cables, as well as railroad freights. From 
these abatements a reduction in the revenues of from 
fifty to sixty-five millions was expected. 

For the fiscal year 1866, the receipts from the in- 
ternal duties were •310,906,984. In 1867 they fell to 
•266,920,474. A comparison of these receipts indicates 
a loss of thirty-two millions from the abatement of the 
taxes on manufactures and products, of four millions 
on gross receipts of corporations, advertisements, etc, 
and of ten millions from banks, railroad companies, and 
other corporations ; or a total loss of forty-five millions. 
This exhibit is somewhat remarkable in view of the 
fact that the taxes abated or repealed by the Thirty- 
ninth Congress were estimated, on the basis of their 
productivity for the preceding year, as sufficient io 
occasion a loss to the revenue of one hundred millions. 
As a matter of fact, the real diminution to the revenues 
from- these sources was not in excess of from sixty to 
seventy million, the losses being in large part compen- 
sated for by the greater productivity of a low rate, and 
the increase in the consumption of certain kinds of com- 
modities; so that the Treasury showed a net gain of 
from fifteen to twenty-five million dollars for the year. 
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In tlie following session ' the rate on cotton was re- 
duced to two and one-half cents per pound, while still 
further concessions were made to the producing interests 
in the exemption of ropes and twines, bar, sheet, and 
plate iron, castings of iron and copper, clothing, certain 
manufactores of wood, agricultural implements, oil of 
▼arious kinds, pottery, salt, steel, and large numbers of 
artieles of general and domestic consumption. The in- 
come tax was also amendctl in conformity with the rec- 
OBmeDdation of the Commission by the increase of the 
exemption allowed to one thousand dollars, with a uni- 
form rate of fire per cent upon all incomes in excess of 
that sum, while the gross receipts tax as applied to 
adTertisements and toll roads was repealed. Cotton 

from taxation a year later;* while the ex- 
rate upon distilled spirits, i.e., two dollars per 
gallon, was retained until July of the same year,* when 
the rate was reduced to fifty cents. During the same 
of the Fortieth Congress all taxes upon goods, 
and manufactures, save those imposed on gas, illu- 
minating oils, tobacco in its various forms, distilled and 
tit liquors, banks, and those articles upon which the 
collected by means of stamps, were repealed.^ 
is action on the part of Congress was sudden and 
nnexpeeted. MoreoTcr, it was viewed as but experi- 
mental and possibly temporary in its duration.* As a 
eonseqnence of this and other contributory agencies, 

* B/ Ad of Nareli S, ISTST. • Act of July 20, IftM. 
e Act or Peb. 3, ISOS. « Act of March .11, isns. 

* This §9M»g WM Imlaeeil in fiaii by Uio reeommoiNlaUon of the 
•diToeallns s feini|iotliion of iho gonorml excise on mans* 
as wen ae an hicreaee In the dntj on sales. Report en 






prices failed to respond in anything like the degree 
anticipated by the reduction in rates. In the case of a 
number of articles, notably pig iron, manufactured lum- 
ber, and salt, the prices continued to advance ; '< while in 
other instances, as in the case of agricultural imple- 
ments, sewing-machines, hoop-skirts, manufactures of 
silk, newspapers, and in fact most articles which are the 
products of monopolies created by patents, established 
custom, or other causes, the repeal of the internal tax, 
through the maintenance of former prices, has been only 
equivalent to legislating a bounty into the pockets of 
the producer.^'* 

The course of trade during these years of reorganiza- 
tion was more or less arbitrary, and characterised by the 
same phenomena which marked the early days of the 
war. Industry was slow in accommodating itself to 
the changing conditions of production, and commercial 
failures were frequent In those cases in which prices 
responded to the reduction of the taxes, individuals 
were often ruined by being forced to unload upon a 
declining market goods produced or purchased at arti- 
ficially enhanced prices ; while in oUiers the reduction or 
abolition of the tax was but a bonus granted to the man- 
ufacturer in the form of enhanced profits. Speculation 
was rife, and values wholly unsettled. To what extent 
this abnormal condition of trade and industry was at- 
tributalile to the reduction of the excise it is difficult 
accurately to determine, but so able an authority as 
Hon. A. 8. Hewitt has considered it so potent as to 
ascribe to it the financial revulsion of 1873. • 

Within three years after the close of the war, the 

> Repoit Bpaelal Oommlsikmer of ReremM, 1S6S, p.SSi 
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more important recommendations of the Revenue Com- 
mission had been substantially adopted, and all of the 
more discriminating and oppressive taxes had been re- 
pealed. Ko direct taxes were now imposed on anj 
manu&etured product, with the exception of distilled 
spirits, fermented liquors, cigars, tobacco, gas, patent 
medicines, perfumes, cosmetics, and playing-cards, all 
of which articles are in the nature of luxuries. 

For some years longer the special license, stamp, cor- 
poration, and income taxes were retained ; although the 
gratifying condition of the finances, and the continued 
excess of receipts over expenditures, had rendered a 
iDore speedy reduction possible. By 1870, however, the 
debt having been in large p<irt refunded, and the re- 
eeipts from the customs, distilled and malt liquors, and 
tobaeco manifesting a gratifying increase, all the taxes 
save those now on the schedule, as well as the income 
duty, eertain stamp taxes on transfers, proprietary arti- 
cles, and some others, were repealed, including all ordi- 
nary taxes on occupations, saving those on brewers, 
distillers, and dealers in tobacco. The income tax was 
to eontimie two years longer, with the rate reduced to 
two and one-half per cent upon incomes in excess of 
$2,000, while liberal deductions were permitted for 
taxes, losses, interest and rent paid, and debts ascer- 
tained to be worthless.' 

Few decades in our history are more replete with in- 
terest for the financier than the one under discussion. 
Some of these phases have been examined in the pre- 
ceding pages, and it but remains to indicate briefly two 
one might say axioms, which may be drawn 

1 Ael of Jm\j U, 1S70. 
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from the experiences of the same. Tkejlnt of the$e is, 
that time i$ a most essential requisite to effleieney in an 
excise system. A new bureau of administration, with its 
army of ofiloials and a vast continent from which to gar- 
ner its resources, is a ponderously moving machine, and 
cannot achieve efficiency in a day or even in a year. For 
this reason the taxing machinery of a nation should never 
be permitted to get out of running order ; for, as has been 
said, the customs revenue is a most unstable basis upon 
which to depend for the revenues in times of emergency. 
As a second principle^ it may be added that a moderate 
rate of taxailon^ assessed with due regard to existing 
conditions^ wiU in the long run prove more productive 
and leu pr^'udicial to t/ie moral, social, and industrial 
interests of a nation, than one so excessive in amount as 
to encourage evcLsion, speculation, and fraud. The truth 
of these principles is in part verified by an examination 
of the excise receipts during the five years extending 
from the close of the war down to 1870, which coincide 
with the reduction of the system. During this period 
taxes were removed from subjects from which the aggre- 
gate receipts in 1866 had been approximately two hun- 
dred millions, yet the total loss to the revenue thereby 
was less than one hundred and twenty-five millions,' and 
this in a period of partial failure of crops and general 
disturbance of business relations. 

& Aeoordins to the etUmfttM of Congreti, ih« aooroM abftiidoiiod 
mtithi haT« been sxpeoted to rodvee tbo raraDoe by the foUowing 
MBOttnU: — 

Ael of Jal J 13, IMS bf ttmllUoM. 

Aei of Mareb 2,1817 bj «mUUoM. 

Ad of FM». I, im bf tlmmioM. 

AetofMareb91,MHlJtily»,li68. . . bf tmlUtowiu 

Total wtlmatMl rtdMUoa MmiUloM. 
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ON FBBSONB AND FBOFBBT7. 



I. THE DIRECT OR APPORTIONED STATE TAX. 

In the preceding pages, there has been traced the 
pioeess by which the mass of revenue legislation induced 
bj the war became incorporated into our fiscal order. 
la the following chapters it will be our aim to examine 
the sereral more important taxes in some detail, as well 
as the social and economic forces set in motion by them ; 
their influence upon industry, prices, and wages; and 
finally to determine from the teachings of the same the 
relatiYe efficiency and availability of each in case of 
eaiergency. And first as to the direct or ap|x>rtioned 
State tax, which, with the income tax, was the first of 
the many taxes imposed. 

la general, the method employed in the assessment 
and collection of the direct tax of 1798 served as a 
BBodel for all subsequent experiments in deriving rev- 
caaes from a tax apportioned among the States, of 
whidiy as we have seen, there were four, viz., in 1813, 
1814, 1810, and 1861. 

The aMasare of 1798, which apportioned 92,000,000 
ig the States, offended local prejudices needlessly, 
IS lor this reason extremely unpopular. Viewed, 
I t owev ei, as a political measure, it had more to commend 
it The tax was levied but onoe, being marked for the 
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axe of the new mlininistration, which came into poijrer 
pledged to its repeal. State lines were wholly ignored 
by it, save in so far as they served as administrative 
divisions. Houses, lands, and slaves formed the basis 
of the levy, and an exemption of $600 was allowed. 

The later Acts evoked by the stress of the War of 
1812 differ in some details from the earlier tentative 
efforts of the Federalists. Greater latitude was allowed 
the States in their collection, the States being granted 
permission to assume their quotas, which was an im« 
portant modification, while the stipulation of Con- 
gress that they should be but temporary and confined 
to war necessities rendered them more tolerable to the 
people. 

These earlier precedents formed tlie groundwork of 
the Act of Aug. 6, 1861; although, as we have seen, 
the recommendations of Secretary Chase did not fully 
comply with the constitutional provision, inasmuch as he 
suggested the exemption of the slave States from its 
imposition, thereby tacitly acknowledging their sever- 
ance from the Union. 

By the measure of 18C1 the same privilege of assump- 
tion was granted the States as permitted in the earlier 
Acts of 1813 and 1815; in fact, earlier precedents were 
so closely followed that it was asserted in the House that 
the measure was an exact copy of a bill drawn up at an 
earlier date by Gallatin.^ What commended the tax to 
the Committee of Ways and Means was the pressing de- 
mand for revenue, and the belief that the States would 
at once assume their quotas, and pUice at the immediate 
disposition of the government considerable revenue. It 

1 Con§r9$$i»n/al OhU, ISHl, p. 307. 
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is Ibis fact which reuders the direct tax so fit an cmcr- 
ge&qr tax. Moreover, it was familiar to the people 
through their State systems. 

^ But while such considerations as these may possibly 
justify such a tax as a temporary war measure, as a sort 
of bridge upon which a fiscal policy may be inaugurated 
and the capital and trade of the country accustomed to 
changed conditions, any attempt to meet heavy or long 
continued demands from this source would be inadvi- 
nble. Even admitting that the tax conformed roughly to 
justice a hundred years ago, when population was a rough 
criterion of the ability of the States to pay, it must be 
apparent that the unequal territorial distribution of 
wealth at the present time renders even an approxima- 

^tkm to justice impossible. Even in 1861 it was very 
mequal in its operations, and the imperative necessities 
of tiie occasion form the only justification of its pas- 
nge; but in view of the small returns therefrom, as 
well as tlie endless complications which its adminis- 
tration aroused, it is difficult to believe that occasions 
win again arise sufficiently urgent to warrant its repe- 
titioB. 

The measure provided for a levy of twenty million 
dollais, to be apportioned among free and slave States 
alike, acoording to population. Only land and improve- ' 
menu were to be taxed, the enumeration to be taken on . 
the first day of April, 1862. A minimum exemption of 
9000 was allowed each taxable, as in the eariier meas- ' 
mtm. The Act further provided that expenditures made 

bj the States in military preparations might be deducted . 
In tlM adjustment of quotas, a provision which greatly 
rednced the assistance derived from the tax, the only 
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service which it rendered being the support which it 
gave to the public securities.* 

All of the States, save Delaware, the Territory of 
Ck)lorado, and the States in insurrection, assumed their 
apportionments, thus verifying the hopes of Congress 
and greatly simplifying the collection. In the two 
Northern Commonwealths which declined to assume 
the levy, tax commissioners were appointed, who at 
once proceeded with the assessment of the quotas as 
prescribed by Congress; while special provisions were 
made for its administration in the Southern States, 
where, in case the tax was repudiated, it became a 
first lien on all the lands in the State. As rapidly 
as Federal authority was extended to these sections, 
commissioners were appointed with plenary powers 
to distrain and sell real estate covered by the levy, 
the amount assessed to each individual being deter- 
mined by the pro^^ortion his estate bore to the taxable 
property of the Commonwealth. 

In order to alleviate the hardness of the law, liberal 
terms wore granted on which land might be redeemed 
by the dispossessal owner ; but, despite this privilege, 
large tracts in the South remained in the hands of 
the government, and many persons were ousted from 
ancestral holdings through no real fault of their own 
or disinclination to pay the taxes. 

Congress further provided that, of the proceeds de- 

1 The noelplt covered into ihp Tnumtf tnm Uie 
ISdi down to ibe jrmir 1S70 wart m foUowi: — 

ISSt .... SI,IW^ laSS .... Sl,f74,7»l 

ISSS .... l«4flG,10l 1SS7 .... 4,900JM 

1SS4 .... 473,10* tHH .... I.7m,t4i 

18SS .... i^MtjRj ISSS .... im^m 
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rived fiom the sale of these lands, one-fourth was to 
be retorned to the State on the suppression of the 
Rebellion, to be used in such a way as the State might 
direct; one-fourth was to be placed in a fund to be 
used for the promotion of colonization from the State 
to some tropical clime; while the balance was to be 
turned into the Federal Treasur}\^ 

By the close of the war the tax had been partially 
collected in Florida, South Carolinai Virginia, Tennes- 
see, Louisiana, North Carolina, and Arkansas, from 
which States 9G32,994 had been obtained through 
the process of sales, while 3420,661 had been collected 
bj regular assessment at an approximate cost of thir- 
teen per cent* Moderate though the taxes were, it was 
weU-nigh impossible to collect them. Currency was 
■caroe, the markets insecure, and production precarious 
and almost at a standstill, owing to the scarcity of labor 
and machinery. At the close of the war the distress in 
the South was well-nigh universal; and the committee 
OB reconstruction, in reporting the Fourteenth Amend- 
Buent of the Constitution to Congress, recommended that 
my State, upon ratification of the same, should be al- 
lowed to assume its apportionment of the direct tax, 
and be granted ten years in which to make payment of 
tlie same.* Collection by distress had proceeded in 
many districts down to as late as 1866, wlien further 
pioceedings were suspended by order of the President, 
in conformity with an Act of Congress. Pacific meas- 
were desired by all, and the inclination manifested 

s Ad olJ«i6 7, 1S(». 

* Bgpcfft of CovmlnicNier of Inlomsl ReToniio, ISOS, p. 90* 

• Bmrnm Rsfoitt, MmiSOO^ Kor. 30. 
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by several of the States to accept the apportionment 
supported the recommendation of the committee. In 
conformity with this sentiment, a temporary extension 
of time was accorded the States until Jan. 1, 1869,^ the 
special boards of tax commissioners were discontinued,* 
and the accounting an^ administration of the tax turned 
over to the Commissioner of Internal Revenue. These 
measures were passed without prejudice to the ultimate 
right of Congress to proceed with the completion of the 
levy;* but since that time no attempt has been made 
to enforce payment, and until very recently Congress 
has studiously avoided considering the question, feeling 
doubtless that the negative injustice done the many was 
vastly preferable to equality secured to all by a reopen- 
ing of the subject and the consequent laceration of old 
sores. 

In 1883 the amounts of the assessment still outstand- 
ing were as follows : — * 

From tho Norihern 8$4H|p,'%nioiinl •IMI anpsid . $ 4SS,238 
Frcmi Uio Buies t^naeffffs^ iimirreeUofi . . . 3,725,104 

Totol smoanl of sppbriloenwiil anpskl 



* « • * 



f3,iso;nB 



As seen in its true light, this neglect worked a gross 
injustice. It operated as a penalty upon the jiatriotism 
of those who had paid the tax, while an irreparable 
injury had been done those whose lands had been dis- 
trained and sold under the levy. An attempt was made 
to remedy this injustice, in part, by an Act passed in 
1883 for refunding the surplus receipts from the sales of 

1 Aol of Avf . S, ism. « Aet ofMsroh 9, MT. 

* Tho qoolM spportionod iho Boailioni BUtos snMmtitoil to 
t0,lS3,m, of whioh muB bal lilUo OT«r $3/nO,000 ksd boon paid. 



88 



THK lyTERNAL REVENUE 8Y8TEM. 



Ijuid, for which purpose 9l(X),000 was appropriated.^ 
Bat so long a time had elapsed, and so unintelligible 
were the records, that it was well-nigh impossible to 
identify those dispossessed, and only $64,000 was al- 
lowed on the claims presented.* 

Two arcnues of relief from this anomalous position 
were open to Congress, either one of which was beset 
with considerable difficulty. Either the sums collected 
from tlie States could be refunded to them to bo dis- 
IMNied of as they miglit see fit^ or measures might be 
taken for continuing the collection of tlie levies in those 
States, where tlie apportionment had not been paid« 
Both phuis had adherents in Congress. Originally the 
had been construed as a lien on individual property, 
which the States were only, incidentally concerned as 
political divisions ; but, by the action of Congress sus- 
pending the collection, it had been expected that the 
States would accept their quotas, and, acting uiion this 
hypothesis, sums due the States from the Federal gov- 
•nunent had been credited to this account. The legal- 
ity of this position came up for adjudication before 
the Supreme Court ; and the action of the Treasury was 
held to be unwarranted, the determination of the Court 
being that the States were in no sense responsible for the 
apportionment, but that it must be collected from the 
iadividittl citizens.* This decision relieved the States 
ftm all lesponsibility, and threw the Federal govem- 

1 AeteriIafehS,lSS3. 

s Repsri ol CommUimnw of Inlemal Revenae, 1801, p. 40. 

• UA M. LoiUdaaa, 129 U.8., p. 87. For s tuW ezpodUon of ibis 
e — pWi slii mstlir, sso QmtuUrly J&umai qf Ee<momle$, vol. lit, 
p^l0Mil«lqraF.IHDiliar. 
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ment back upon its original position. But the pass- 
ing of three decades had seen many changes in the 
ownership of the land originally affected by the lien; 
and the present owners could not in justice be held 
responsible for the payment of the tax, while to search 
out the original debtors was clearly impossible. Another 
complication arose from the changes which had taken 
place in values, much of the land having deteriorated 
to such an extent as to be scarcely worth the amount of 
the tax. 

It was an embarrassing position. To proceed with 
the collection of the tax according to the determination 
of the Supreme Court was beset with almost insurmount- 
able difficulties, and would have resulted in monumental 
injustice ; while, on the other hand, the relinquishment 
of the claims worked an equal injustice to those who, 
through loyalty or other motives, liad paid the tax. 

Despite these circumstances, the lower House always 
-opposed any adjustment looking towards a solution of 
the dilemma. Several distinct measures passed the Sen- - 
ate, but failed to become a law through the apathy of 
the House; and not until 1891,^ through the pressure 
of local interests and the desire to relieve the plethoric 
condition of the public treasury, was legislation finally 
enacted which provided for the remission of all unpaid 
taxes, the return to the States of all sums collected by 
Federal or State authorities, and for the relief of those 
persons dispossessed of their lands. 

This was probably the most equitable adjustment pos- 
sible. To have completed the collection at this late day 
would have induced most crying injustice, while to have 

I BjrAeio{|fsrah8,im. 



k 



M 



THE UfTBBNAL REVENUE 8Y8TEU. 



idinqnished the claims entirely, and to have aoknowl* 
edged the experiment to be a fiscal error already cor- 
felted by the lapse of time, would have been but a poor 
show of justice to the loyal Statesy as well as to tliose 
who in other sections had been forced to comply with 
the law through threat of distraint 

II. TUB IKCOUE TAX. 

It is a matter of some surprise, in view of the preju- 
diee which exists in the American mind against any tax 
which is at all inquisitorial in character, that Congress 
should have had recourse to the income tax in 1861,^ 
when the apportioned direct tax was impo8.ed, and be- 
fore any attempt had been made to open up the more 
mTailable forms of indirect taxation. Possibly this may 
be explained, in part at least, by the prevailing belief 
in the early suppression of the war, and by the desire 
to devise a system which would be but temporary, im« 
Mediately productive, and capable of extension in case 
of need. Mr. McMrrill probably echoed the popular sen- 
ttaent when he said in the House that <Hhe income 
duty was one of the least defensible '' of the taxes pro- 
posed, but still worthy of retention because of the '^ con- 
sademble class of State oiBcers, and the many thousands 
who are employed at a fixed salary, most of whom would 
Boi eoBtribute a penny unless called upon through this 

By the provisions of the measure, a tax of three per 
cent was imposed on all incomes in excess of $800, from 

save that upon any income de- 



s Aei of Avf . S, ISSl. * Conffru9ionol Otobe, 1S02, p. 17SS. 
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rived from United States securities, one and oneJudf 
per cent should be levied. Upon the incomes, dividends, 
or rents accruing upon any property or securities in the 
United States, but held by citizens resident abroad, 
there was to be charged a discriminating tax of five per 
cent, save upon so much of the income as was derived 
from Federal securities. The tax was assessable on the 

• 

first of January ; and in computing income, all national. 
State, and local taxes were to be fiist deducted. The. 
duty was self-assessed upon schedules prepared for tlie 
purpose, and was based upon receipts for the preceding 
year, irrespective of their source. In case of failure on 
the part of the taxable to make such return, the asses- 
sor was empowered to estimate the income, and to add 
thereto ten per cent as a penalty for the default 

The tax was assessed but once under this measure, 
when Congress, reassembling again in regular session^ 
passed modifications which substantially repealed its 
provisions.^ By these alterations the exemption was 
reduced from $800 to fCOO; the rates were rendered 
slightly progressive, incomes above $600 and* below 
910,000 paying three per cent on the excess above the 
former sum, those above the latter sum paying five per 
cent The rates upon incomes from sjiecial sources 
remained unchanged. In order that the tax might be 
relieved of the objectionable feature by which publicity 
was given to incomes, collectors were instructed by the 
commissioner that returns of incomes should not be 
open to inspection by the public, a ruling which laid\ 
the tax open to all sorts of evasions, and subsequently 
induced its reversal by the commissioner. 

1 Ael or Jalj 1, ISQS. 



h 



I 



M 



TBM INTBBNAL REVENUE SYSTEM. 



These ntes remained in force for two years, when, 
in response to the recommendations of the commissioner,' 
and the absorbing demand for revenues, the comprehen* 
si^e measure of Juno 30, 1864| was passed^ by which the 
duties were considerably increased, and the rates ren- 
dered more strongly progressive. By this Act incomes 
between 9600 and 95,000 were taxed at the rate of five 
per eenty those from $5,000 to 910,000 at seven and a 
half per cent, while all incomes in excess of the latter 
sum were rendered dutiable at the uniform rate of ten 
per cent The Act further provided that any revenues 
derived from United States securities should be included 
ia estimating incomes under the section, and that any 
net profits realized from sales of land were to be re- 
tuned as income, while any losses incurred in the same 
way were to be deducted. In a like manner the house- 
liolder was permitted to deduct the annual rental value 
of his homestead, whether occupied as tenant from 
another, or held in his own right The measure speci- 
fied with great precision the methods for the computa- 
tion of annual gains, and required the assessor to secure 
from each taxable an itemized account of his revenue 
for the preceding year. In the case of the farmer the 
lequiiement was extremely burdensome ; for it demanded 
a amrate return of all " incomes and gains derived from 
the increased value of live stock, whether sold or on 
hand, and the amount of sugar, wool, butter, cheese, 
porky bee^ mutton, or other meats, hay, grain, or other 
pfodnetions of the estate of such person sold.'' Such 
demands were somewhat onerous upon the citizen in- 
f lined to make an honest return ; while, to those aiming 

* B«poci on Finsiieat, Ism, p,lfK 
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to evade payment, the privilege of deducting house- 
rent, wages, interest upon incumbrances, and expendi- 
tures for repairs, opened an avenue for evasion and 
fraudulent return; and it occasions no surprise that^ 
as a result, the tax was unpopular, the returns incom- 
plete, and the burdens unequally distributed. This 
measure had scarcely received the signature of the 
President, when Congress, by joint resolution,^ imposed 
a special income tax of five per cent upon all incomes in 
excess of 9600, which was collected in addition to the 
regular income duty of that year. It was assessed but 
once, in October, 1864, the war closing early in the year 
following, and produced 929,381,862, a striking com- 
mentary on the improvement in the method of assess- 
ment, as well as an indication of the loyalty and 
patriotism of the people. 

The classifications of the law of 1864 remained in 
force for but one assessment, when they were again re- 
duced to two,* and all incomes in excess of 95|000 were 
rendered dutiable at ten per cent, all below that sum 
and in excess of 9600 being taxalilo at the old rate of 
five per cent 

The war closed almost immediately after tliis latter 
modification had been made, and the imperative necessi- 
ties of the Treasury were in part relieved. Katurally, 
agitation for the immediate repeal of the tax at once 
commenced ; but Congress wisely preferred first to re- 
lieve those subjects most oppressed by the excise. In- 
dustry was shackled, and the laws of trade unsettled, by 
the duplication of taxes induced by the general excise. 
The income tax, on the other hand, fell mainly upon 

1 Jalj 4, ISei. • Act of HMvh S, ISQS. 
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aeeimralaied wealth, and, in tho mind of the Revenue 
OommiBsion, would ''probably be sustained with less 
detriment to the country than any other form of taxa- 
ataon, the excise upon spirituous and fermented liquors, 
and tobacco, possibly excepted.'' ^ It is this impotency 
of the income tax to affect prices and industry, as well 
as its non-interference with the free employment of 
capital, which renders it such a fit emergency tax. It 
is, in addition, elastic, and capable of immediate and 
indefinite expansion in time of temporary necessity. 

Unfortunately, the report of the Revenue Commission, 
•o replete and satisfactory in other respects, offers but 
little information in regard to the operations of this 
tax. Its temporary retention was, however, advocated ; 
but the element of progressivity was deemed to be an 
ujust discrimination, and a ''tax on the results of 
•aeeetsfttl industry and business enterprise.'' The Com- 
aiission therefore recommended the repeal of this dis- 
crimination, and the imposition of a uniform rate of five 
per cent on all incomes in excess of 91,000, which sum 
was held to be no more than the equivalent of $G00 at 
tlM Ume when the tax was first im]K>scd, inasmuch as 
tlM advance in the prices of all commodities had greatly 
anhaiieed the cost of living. Tho report further advised 
tbai deductions for house-rent be no longer allowed, or, 
if permitted, that they be limited to 9300; for such 
exeessive rentals had been permitted by the assessors 
iatiba past, that in New York alone the estimated losses 
to tlM revenue by reason of this permission exceeded 
#2,000,000 a year.* 

Doesments Ka 84, Thirty-ninth Congrsii, 
* Ibid,, p. 2S. 
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Congress acceded to the report in so far as it related 
to the raising of the exemption to 91,000, with a uni- 
form rate of five per cent upon all incomes in excess of 
that sum, while the proviso was added thereto tlmt the 
tax should expire in 1870.^ This latter provision was 
not observed, however; for Congress, fearing a defi- 
ciency, later extended its operations for two years more, 
but with the exemption increase<l to 92,000.* It is of 
interest to note that under these later provisions the tax 
becataie even more unpopular than it had been before, 
as it assumed in the eyes of the payer the form of a 
compulsory tribute imposed upon large wealth. In 
addition to the exemption of 92,000, as well as all taxes, 
paid, deductions were also permitted, as in earlier meas- 
ures, for all losses ''actually sustained from fires, floods, 
shipwrecks, or that occurred in trade; the amoimt of 
interest paid during the year, the amount jiaid for 
rent or labor to cultivate land," as well ad any expen- 
diture incurred in repairs other than those for improve- 
ment 

The effect of those provisions was greatly to impair 
the productivity of the tax. Thus, in 1871, the num- 
ber of taxables returned was but 74,775, while in 
the following year (the last of its oi)eration) they fell 
off still further to 72,040; while the receipts for 
the same years were 914,434,049 and 98,146,680 re- 
spectively. 

The income tax has always been unpopular with cer- 
tain classes. It is indicted as invading the sanctity of 
the most private affairs, as being inseparable from in- 
quisitorial scrutiny into business relations, and an insuf- 

1 Aet ol Match % 1SS7. ■ Act of Jaljr 14, UftO. 
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feiaUa introsion into those affairs of tlio individual 
which are in a sense sacred, and which in the past had 
been exempted from the visits of the tax-gatherer. It 
is fnither alleged that a tax which offers such oppor- 
tunities for evasion is a charge upon honesty and patri* 
oiisnii and a premium upon perjury. 

Unquestionably, the tax was exposed to widespread 
evasion, especially in the large cities. Such complete 
confidence was reposed in the individual that evasion 
an easy matter ; and the instructions of the commis- 
r, early in 1863, that the returns should be open 
for inspection only to officers of the revenues, simply fa- 
cilitated it By a later ruling, however, all returns were 
thrown open to the public, '< in order,'' as the commis- 
•ioner said, 'Hhat the amplest opportunity may be given 
for the detection of any fraudulent returns that may 
liave been made.'' * That this ruling had its expected 
fesolt may be questioned; for it induced other evils, 
whicli probably offset any stimulus to honest returns. 

In Older to facilitate the collection of the tax, exten- 
•ive nse was made of the principle of stoppage at the 
•ovroe. Corporations of a certain kind announcing 
dividends were directed to deduct tlie tax, and pa^ the 
same to the collector before the distribution of eaminga 
to tlM stockholders. By this means a large portion of 
the tax was ooUected before the income reached the 
hands of the individual, while fraudulent returns were 
chedwd, and the necessity of supervision reduced to a 
■dnioram. II was estimated that the cost of returning 
this portion of the tax did not exceed one-fifth of one 

> BMUvsirs ^DbsQl sad Bxdte TsxsHon In the United Btalas,'* 
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per cent, a fact which led tlie commissioner to roeom* 
mend tliat the system of stoppage be extended to all 
corporations for profit declaring dividends,^ as later 
provided in the measure of 1804. How efficient this 
method was will appear from the fact that in 1865, 
when the total receipts from incomes was 932,000,017, 
nearly forty per cent, or 911|346,018, was turned into 
the Treasury from the earnings of banks, canal, rail* 
road, insurance, and turnpike companies, and Federal 
employees.* 

But despite the fact that the income tax was unpopu- 
lar, and the returns depleted by fraud and evasion, it 
proved one of the most satisfactory, from a purely fiscal 
point of view, of the many expedients hit upon bgr . 
Congress. 

In 1865 it produced as much as spirits, both malt and 
distilled, and tobacco ; while in the year following it ' 
returned nearly forty per cent more than these com- 
bined sources. In the former year over fifteen per cent 
of the entire internal revenue receipts was derived from 
this source, in 1866 over twenty-three per cent| and in 
1867 over twenty-four and a lialf per cent 

As indicative of the distribution of wealth, as well 
as the variations of income, it is interesting to note 
the receipts from the various classes of payers during 
the years from 1863 to 1872. With the collections 
from corporations and Federal employees^ they are as 
follows : — 

^ Baporl OB Fliuuiees, 1163, p. 73. 

* The tax upon the Ineonee of Fedeiml eOeials wae eoUeeled Vj 
the dishaniiif oAeen, who withheld the duty In pifing the telaHes 
of empleyeec 
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In ezpIanttioD of the preceding table, it is nccessaty 
to remember that eolleetions for the fiscal years of 1863 
and 1804 from personal incomes are under Acts of Aug. 
6f 1861, and July 1, 18C2, at rates given in the text (col- 
lectioiis under measure of 18C1 are not reported sepa- 
rately) ; those of 1805 are in part under Act of 1862 and 
part under Act of 1864 (the triplicate division of the 
Act of June 30, 1864, not being made in the returns). 
The collections of 1866 and 1867 are under Act of 1865 ; 
those of 1868, 1869, and 1870 under Act of 1867; and 
those from 1871 to 1873 inclusive are under Act of 1870. 
The collections from corporations up to 1864 are at three 
per cent; afterwards at five per cent 

As will be seen, the increased rates imposed in 1864 
did not begin to yield largely until two years after their 

iposition, a fact not traceable to the slowness with 
the duties became operative so much as to the 
faet that the returns given are for fiscal instead of calen- 
dar years. The new rates were not assessed until May, 
1865, and returns were not required until early in the 
fiscal year 1866. This also accounts for the fact that 
Um measure of 1861 did not begin to yield until 1863. 

It is further of interest to note' that the receipts at 
three and five per cent under the law of 1862 bear 
approximately the same relation to each other as do 
the receipts under the later Act of 1864. This same 
parity is observable when we examine the returns of 
taxafales. In 1866, from one hundred and eighty-five of 
the two hundred and forty collection districts, 100,189 
returns were made of incomes over 9600 and under 
•1,000; 162,513 of more than 91,000 and less than 
91^000 ; while 31,009 persons acknowledged incomes in 
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excess of the latter amount Presuming this ratio to 
hold for the remaining fifty-five collection districts, the 
number of taxables returned for tlie year 1866 could not 
have been more than 600,000 at the utmost At this 
time the population of tlie country approximated thirty- 
six millions, and estimating one taxable for every five 
persons, it appears that but one person in every four* 
teen and one-half taxables, or in seventy-two persons, 
received an income in excess of 9600, a showing in- 
dicative of a comparatively high standard of living, as 
well as of a close collection of the tax. In a like man- 
ner, as indicative of the territorial distribution of the 
duty, it may be cited that from one collection district 
in New York the income tax receipte for the fiscal 
year 1867 were 95,496,233, while the total revenues 
collected for the same year from this source in the 
eleven States of Virginia, Texas, Tennessee, South 
Carolina, North Carolina, Mississippi, Louisiana, Ala- 
bama, Georgia, Arkansas, and Florida, were less than 
one-half that amount* As confirming this territorial 
inequality, it is interesting to note that in 1869 Mas- 
sachusetts, New York, New Jersey, Pennsylvania, Ohio, 
Illinois, and California, although ix)ssessing but forty \m 
cent of the total wealth and population of the country, 
paid upwards of three-fourths of the entire tax collected. 
Following the Act of March 2, 1867, which increased 
the exemption allowed to 91,000, the number of tax- 

1 The oollectioiii on AeocmnI of Iho Inoooie toz for the SmaI yosr 
1S87 from iboto SUte* was as follows: from Florida, $14,107; Arkan- 
sas, S3l.gS0.13 ; MliisisiippI, $00,740 ; Soath Carolina, $02,90S.4S ; North 
Carolina, $02,4005$; Viri^nia, $201,02341; Texas, $Ua,3IOJ0; Ten- 
nossee, $.106,3Z7«; LoaiirfAiia, $680,28242; Oeoffia, $32(VS08jOr ; Ab- 
hama, $4OI,OO0.n; Total, $2,S0i,7aa 
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ables letarned manifested a considerable falling o£F, 
while the receipts were diminished by about one-half. 
During the four years of the operation of the revised 
nte, the average number of taxables returned was 
267|210, of which number nearly sixty per cent paid 
taxes in excess of twenty dollars. 

As a crowning enactment of this long period of ex- 
perimentation, the limit of exemption was increased in 
1870 to 92,000, with the avowed intention of relieving 
mil save comparatively large incomes from its operation. 
At the same time the rate was reduced to two and a 
half per cent^ at which point it remained until 1872, 
when' the tax expireil by limitation. 

From the experience of these years it is not i)ossible 
to draw any absolute conclusions as to the availability 
of the income tax for Federal purposes, inasmuch as the 
measure of a tax lies largely in its fitness to conditions 
and the times ; and the defects of the duty during this 
period were largely administrative in character, traceable 
to the inefficiency of its administration. The entire ser- 
▼iee was experimental, the men unti*aincd, and the ma- 
chinery imperfect ; and, had the tax been never so well 
suited to our political and social conditions, its produc- 
tivity would have suffered greatly from this cause. 

III. TAXES ON CORPORATIONS. 

A. Tk€ Orom PeceipU Tax on Railroad%^ AdverilBemenU^ 
BHdgt9^ CamaU^ Expren Companies^ Ferries^ Lolterie$^ 
MljM, BargtM^ Stages^ SteatnboatM^ Telegraph and Iniuranee 
CWwygiifes, and JiuHunu, Operas^ Clrcu$e$9 etc. 

With the possible exception of the taxes on distilled 
attd f ermeiited liquors, there are probably no subjects 
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« better fitted for taxation by the Federal government than 
certain corporations whose business is of an interstate 
character. Unsuitecl as they are for State and local 
taxation, from the difficulty of localizing the situs of 
their property, as well as from the character of their 
business, and circumscribed as the local divisions are by 
judicial decisions which deny to them the power to tax 
more than a limited portion of their earnings, such cor- 
porations are eminently fitted for taxation by the nation 
at large, to which none of these restrictions apply.^ 

The plan of taxing according to gross receipts was by 
no means new at the outbreak of the war, and legislation 
but followed the approved practices of the States in se- 
lecting such a method of reaching this form of property. 

Aside from receipts from advertisements, the gross 
receipts tax was imposed upon a limited number of 
corporations by the measure of 18G2. By its provis* 
ions, railroails, toll bridges, and steamboats were ren- 
dered dutiable at the rate of three per cent upon the 
gross receipts from the transportation of passengers, 
while ferry-boats and railroads propelled by other means 
than steam paid one and a half per cent Returns and 
payments of the tax were required to be made monthly, 
under oath, by the proper official, and in case of neglect 
or refusal the collector was authorized to inspect tlie 
l)Ook8 of the company and make up his returns from 
that source, and add thereto a penalty of five per cent; 
while any attempt to evnde payment of the duty ren- 
dered the corporation lialile to a i)enalty of 91|000. It 

< For an exhAnniire Arrmint of tlie derk^w mlivpted by Uie StaCiw 
In tlioir offorU to Ux tliU cliuw of propcrfjr, Hco ProfcMor E. R. A. 
SellfnuMi'i ** The Corpomiioii Tax," in hit " RMiys on TMuUion." 
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farther provided that the companies should have 
the right to add the tax to the fare of the passengers. 
Beceipts from advertisements were dutiable at the rate 
of three per cent. 

At the same time a system of stoppage, in aid of the 
ooUeetion of the income tax, was provided, by which 
the income derived from bonds of railroads, or arising 
from dividends on stock, should be collected from the 
railroad itself, instead of from the individual directly, 
who was permitted subsequently to deduct the same in 
inmking up his individual return of income. 

The receipts from the gross receipts tax were at first 
insignificant, being but 91,661,273 in 1863, and twice 
that sum in 1864. But the manifold advantages of the 
tax becoming apparent, it was extended by later enact- 
neoti to canal-boats and stage-coaches,* to apply to all 
receipts, whether from passengers or freight, with the 
rate reduced upon all transmission companies to two 
and one-half per cent, while the duty remained unal- 
tered on toll-roads, ferries, and bridges.' Express com- 
panies were added to the list at three per cent, as 
were telegraph companies at five per cent, and theatres, 
operas, circuses, and museums at two per cent in addi- 
tion to their regular license charges. 

The system of stoppage in aid of the income tax was 
alto gradually extended to canal and slack-water navi- 
gation and turnpike companies, as well as to banks, 
trust, savings, and insurance companies.' The latter 

1 Ad of Jane .10, isru. 

■ Bj Ad of Msrcli .1, isrci, toU-mmli nnA hrMgm had boon taxed 
a* two per eent, mnI forrjr-booli ol ono and ono-half per eeni. 
s Aelef J«mSI^1S04. 
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class of corporations were assessed upon their gross 
premiums, the rate subsequent to 1864 being one and 
a half per cent 

With the close of the war and the confusion of com- 
mercial and industrial relations which ensued, it was 
deemed wise to retain the several taxes upon corpora- 
tions, along with the income, license, and stamp taxes, 
' because of their inability to affect prices or industrial 
relations, as did the general excise. In 1866,' however, 
the grosF receipts tax was made uniform at two and one- 
half per cent upon all receipts of railroad, steamboat, 
ship, barge, canal-boat, or stage-coach companies, toll- 
roads and bridges $ telegraph lines were made dutiable 
at the former rate of three i)cr cent ; while any corpora- 
tion whose gross receipts did not exceed 91)000 was 
wholly exempted.* At this rate the duty remained un- 
til 1870, when all the gross receipts taxes were repealed.* 

The receipts from railroad and insurance companies, 
from the gross receipts tax, as well as the taxes collected 
on account of the income duty, are shown in tabular 
form on the following page. 

The duty on dividends and interest pajrmcnts was three 
per cent up to 1864, afterwards five per cent The 
tax was thereafter imposed on all profits carried to tlie 
account of any fund or use<l in construction. Collec- 
tions from this source, i.e., profits, etc., are included in 
dividends, and were made on behalf of the income tax« 



1 Act of Jnljr 13. 

* Djr Act of March 3, ISTIT, aU grom retolptii taxen were reiliieod to. 
two Mid oimvIiaU per eeat, wlille Utoeo oii AdrerUeonenls sad Udl- 
roade were repeolod. 

• Bj Act of J«l]r 14. 
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The tax was one of the most effective and sucoeasful 
•oorces of revenue devised, and produced during these 
jean nearly fifty-five millions of dollars. 

B. Boilu, Tnui CompanteM, Savingi iMlUuUonM. 

In the taxation of this kind of corporations, a mixed 
•yatem prevailed* At first* no distinction was made 
between banks and insurance companies, and the tax 
was assessed at three per cent upon dividends and ad- 
ditiona to the surplus or contingent funds. By later 
provisions, however, a distinction was made, and net 
profits -were discarded as a measure of ability; and a 
mixed method, such as had been in operation in some 
of the States, was introduced. ^ In 18G4 the license duty 
was increased to 9100 upon all banks having a capital 
stoek of 9£^y000, with an increase of $2 for each addi- 
tioiial 41,000 increase of capital stock : wliilc, in addition, 
there was added a duty of one twenty-fourth of one per 
eeot eaeh month upon the average amount of deposits 
for tlM preceding month ; a tax of like amount upon the 
average amount of capital employed ; and a duty of one^ 
twdfth of one per cent each month upon the average 
amooat of circulation issued by the l)ank, provided it 
did not exceed ninety \yeT cent of the capital of the 
eoBipany, in which case one-sixth of one per cent upon 
aDy increase of circulation beyond the latter amount was 
imposed. In the case of banks having branch establish- 
■ieBt% eaeh branch was assessed separately ; but these 
dvties did not apply to any of the banks organized 
tke new national banking Act, which made their 

i^fAeief Jaljrltim. 
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returns to the comptroller, nor to any savings bank con- 
ducted upon the mutual phm. The receipts from banks, 
trust companies, and savings institutions, were as fd- 
lows: — 



Beosipis ISrmb BsDlsit 



Trail and Ssvtass 
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nirlileiMb mmI AddltloM to 8«r- 
plttt 

CireaUUion . 
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$ 
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$ 
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isee. 




$ 

3,700,100 


90,001 


14,110 


i^MAn 


1,T3I^17 


300,003 


440^ 



1S70. 



S 
3,093,373 

13.010 

3,177JB70 

ogr,ow| 



The duty on dividends was throe per cent to June 30, 
1864, after which date it was five per cent This is 
more properly a collection on account of the income tax. 
Capital was first rendered dutiable in 18C4. The rapid 
diminutiori in the receipts from circulation after 18GC is 
due to the conversion of State banks into national ones. 

The returns from national banks are not included in 
the above, but were collected by the Treasurer of the 
United States. In 1807 the comptroller made a careful 
statement of the taxes On national banks for the year 
18CG, from which it appears that they paid during that 
year over sixteen millions of dolhirs in United States 
and State taxes, as follows : — 
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Ttam ptkl br VaUooaI Banki la 1800. 

To tbe United 8tatosgaT«niiiioiift ...... $8,000,097 

T« tbo wratml BtatM 7,M9,451 

Tiie amaunt of taxes paid to tho several States was 
derired from specific returns of about fourteen hundred 
banks, the minimum rate in each State being calculated 
for those banks which made no returns. 

The taxes were payable semi-annually, upon out- 
standing circulation, deposits, and capital not invested 
in United States bonds. 

The amount of taxes collected by the Treasurer from 
Jan. 1, 1864, to Jan. 1, 1872, from these sources, was as 
ioDowsr — 

Ob eIrraUikm $10,177,734 JU 

Oadaposils 18,O11,IH0.73 

OaespfUl 2,403,025.17 

The taxes on corporations were collected directly by 
tba internal revenue office at Washington ; and the whole 
work, which was well done, was handled by less than fif- 
teen clerks, at an average annual cost of about 920,000. 

IV. ASSRSSBD TAXES, KKOWK AS SCHRDULK ''A.'' 

The assessed taxes, as levied during the war, were 
▼iewed as duties upon expenditure, and correspond to 
tlie direct consumption taxes of the English system. 
I>viei1, as they were, mainly upon certain classes of 
luxuries, Imt little objection C4in lie raisc^l to tlioni, were 
H Imt jiomiblo to secure a fair and equitable asHcssnient. 
Bat the experience of our States has demonstrate<l this 
to lie well-nigh impossible ; ami while such taxes have 
always been more or less popular in this rxmntry, where 
tlie prind^ seems to obtain that equality in taxation 
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is only consistent with universality in taxation, lato 
years liave tended to their elimination from the tax 
schedules of many States. In a federal system such 
taxes are especially objectionable; inasmuch as tliey 
necessitate that inquisitorial penetration into private 
affairs which is borne only with impatience in local 
taxation, but which becomes intolerable when the tax- 
gatherer bears Federal credentials. Indefinite in their 
productivity and inelastic in character, they tend to 
extend tho objects of taxation unduly, aiul combine 
almost all the defects of tho excise with those of tho 
income and direct land tax. As a rule, they are being 
abandoned by* other countries. 

The schedulo of assessed taxes subsequent to the 
amendatory law of 1804 was as follows: — 

DilUftnl-UblM kept for privAte nte <w liiro . |10XK> 
CsrrlAgot for prlvsto mo or lilro, scoonliHf 

to TAlue, from \M to lOXK) 

rUiiofortot for prlvsto luw, soeonlliiK to 

▼Aliie, from 24)0 to 04K) 

Gold pUta for prirAto luw or liiro, por ounoo 

troj 4K) 

Bilvor pUto for prirAto nte or hiie, per ooneo 

troy X» 

Watchot, below $100 in Tr lite 1.00 

Watchos, Abore $100 in taIuo 2jOO 

Tschtf for priTAto nte or hire, seooiding to 

valqo S.OOtolOOXK> 

These rates differ from the earlier measures only in the 
addition of gold watches and piano-fortes to the list of tax- 
ables, and in tho fact that the rates are somewhat higher. 
The same improvement in the collection of the duty 
marked in other taxes is noticeable here; but, at the 
same time, there are none which show more strikingly 
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haw iwt from unirenal was the collection. As will be 
seen from the table given below, the revenues show a 
gratifying increase during the five years from 1803 to 
18G7, in the last two years increasing nearly one hun- 
dred per cent annually. Of the increase in 1866, gold 
watches produced 4^426,557, and pianofortes $403,572. 
The receipts were as follows : — 

TazM for nwal Ye«nt — 
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Such a showing indicates that time is a most essential 
element in an efficient system of taxation ; but, at the 
same time, it is difficult to believe that anything like 
a full assessment was secured at any time. 

The assessed taxes were among the least defensible 
of the taxes imposed during this period, the rerenues 
derired therefrom being inconsiderable in amount, and 
the effect upon the public irritating beyond measure. 
Even more keenly than the income tax did the public 
resent this invasion into its private affairs, while the 
ease of evasion rendered it one of the most unequal of 
taxes, as well as a constant incentive to dishonesty and 
perjury. Although modified to some extent^ it was 
* not until 1870 that they were repealed.^ 

I Ael of Jaly 14, ISTa 
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CHAPTER V. 

OV SaOGBSnOHB, ACTS AND TBAKSFBBS, OT- 
(RBUKBMTB* 001CMQIIITEB8, AJtD BUBOrSBSBS. 

!• DUTUES VPOK LEGACIES AND DISTRIBUTIVE SHABI8 

OF ruorKRTY. 
A. Ltgac^ and Suceeation Dutiet, 

m 

Taxes upon inheritances and bequests, or death duties 
as tbey Bre termed in England, may best be regarded 
as capitalized income taxes, paid once for all at the close 
of life on the accumulated iiosscssions of the decedent 
These taxes usually accompany the income tax, and 
hare been so largely develoiKd in recent times as to hare 
become a recognized jmrt of nearly every wcU-ortlered 
scheme of taxation. Previous to the war, however, they 
were but little used by our States, and then only as 
iflspoBcd upon collateral inheritance.^ By the provis- 
ions of the early Acts of Congress, only personalty in 
of 91,0(M), transferred by bequest or inheritance, 
subject to the duty; and the rate was graduated 
aceoiding to the consangubity of the recipient of the 
estate. By the later Act of 1864, however, ita provisions 
were extended to real estate, and the following rates 
were established: — 

1 TIm tax hai existod In PeniMylTMils ilnce 1S2S, and in MurjlMid 
ISM; b«i since thsl Umo It hai been lncorpof»ied in ilie laws 
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Legacies or InberiUnccs to— 

Lineal inno, or ancestor, brother or sister ^ . • • 1 per cent. 

Descendant of broUier or sister « • 2 " " 

Uncle or aunt, or descendant of same . . . • 4 '' " 

To great uncle or aunty or descendant of saoM . 5 ** ** 

Stranger in blood 6 " 



«• 



A minimum deduction of 91,000 was allowed the 
representatives, while estates devolving upon husband 
or wife were entirely exempt The tax was a first lien 
upon the estate of the decedent, and was required to 
be paid before it passed into the hands of tlte repre* 
scntatives. In case of failure to make return, or on 
evidence of falsity in the same, the assessor was em- 
powered to proceed and make his own assessment, and 
distrain sufficient proi)erty to satisfy the tax. The 
rates were soon recognized as incommensurate with 
those imposed on other objects, which fact, together 
with the newness of the law, as well as the ignorance 
of the public and the assessors with its application, 
rendered it less productive than had been exixK^tcd. So 
incomplete, indeed, was the assessment, that tlie Special 
Commissioner of the Revenue estimated that but a frac- 
tion of the tax was collected ; * for instead of producing 
94,000,000, as he estimated that it should have done, 
it turned into the Treasury in 1805 but 9543,000. A 
similar tax was producing at that time in Great Brit- 
ain over 911,000,000. In New York alone, where tha 
transfers of property by death amounted in a single 
year to 931,000,000, it should have produced, at the 
uniform rate of one per cent, 9310,000, or two-thiids 

1 In the case of realty the rate Imposed apon tlie 
brother or sister was two per cent. 
• Report, 1S67, p. 40. 
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the amount collected for tlie entire country. Again, 
when it is considered that the entire wealth of the 
country changes hands once erery thirty-two years (as- 
suming that period to be the lifetime of a generation)| 
it is erident that a very small tax-rate ought to be pro- 
ductive* of a rery large revenue. 

Assuming 914y830|0(M),0(M) (the census estimate for 
1860) to be the wealth of the country, and computing 
that it changes hands once in the course of a genera- 
tioni tlie tax should have produced $4,G00,000 aimally 
at Uie uniform rate of one ])cr cent. As a matter 
of (acty only about two-tliirds of the revenue collected 
accrued at this rate ; so that, hod the duty been fully 
assessed, it should have returned to the Treasury up- 
wards of 4^6,000,000. 

From 1865 down to the repeal of the tax in 1870, the 
ooUeetioiis steadily increased in amount, owing to the 
growing fiuniliarity of the public and officials with 
the law. In 1866 the receipts had risen to 91|170,9?r. 
During the four years next succeeding they steadily 
increased, until, in 1870, 93,091,824 was returned. 

The repealing Act of 1870 did not waive the claim of 
the government to any ** taxes properly assessed or lia- 
ble to be assessed or accruing under the provisions of 
former Acts ; ^ and in 1875 the Commissioner of Inter- 
nal Bevenue issued a circular, offering rewards to any 
informers who would mouse the probate records, and 
rsport eases of unpaid taxes. The effect of this rul- 
ing was to cause much annoyance to many innocent 
ndministnilors, heirs, and legatees who had never heard 
of the taX| and to whom the duty, to which was added 
the penalty, was a great injustice. 
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The receipts from the tax were as follows : — 



Beodpli from InlMtale 
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1670. 


1871. 




Legacies to— 








Ltocal imae or aaecator. 








bfotber or sister • • 


$1^0Z2,OI.« 


•974,M9.37 


•0,719,7MJ9 


Deoecadaai of brotlMr 








orsistor 




fl6,3C9iM 


1,183,9BM9 


Uaelo or aval, or da> 








sesBdaal of saaM • . 


fM17.77 


39,949.13 


949,09M7 


viaat wlo or aaat« or 










11,997.71 


13,399JW 


19231110 


•mafsr la bkwd . . . 


3n,3n.44 


399,771.72 


1,84],910.19 


Total * • • « • 


•1,073,119193 


$I^4394»7JI •9,«9349»J9 | 
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B. ProUUe^ AdmMHraUon^ and Inveniortf DiUieo eolUtUd 

In addition to the taxes upon legacies and racoessions 
assessed upon the value of the property transferredi 
certain other charges collected by means of stamps 
were assessed upon the administration of the estate 
of the decedent Probably the first reference to in- 
heritance taxes in the United States is to be found 
in the report of a si)ecial committee on finance, which 
recommended to the House of Bepresentativesi in 1704| 
the imiK>8ition of graduated stamp duties Ui)on inven- 
tories of the ofTccts of deceased persons^ receipts for 
legacies of personal property according to the value 
thereof, as well as upon the issuance of letters 6f, ad- 
ministration, and the probate of wills.^ 

Three years later, among other duties upon legal in- 
struments, there were levied the following taxes to be 
collected by means of stam}>s:* — 

Upon receipts for legacies and shares of personal 
property : — 



Beiwaen 
Daiween 
For aaeh additional 



$ 00 and $100, a tax of $0.25 

100 and 000, a tax o( 0J» 

000, a tax of IXW 



Shares under $50 were exempt, as were those of wid- 
ows, children, and grandchildren. 

The Act continued in force four years, and was re- 
pealed in 1802, along with the other internal taxes. 
During the war of 1812 no taxes upon inheritanoes 
were leviedi although Secretary Dallasi in the closing 

1 Stalo Paf9i% FisuHMO, vol. I., p. tn, > Ael of Jaljr S, ITDf. 
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diyt of the straggle, reported a plan to Congress for 
their imposition. 

By the Aet of Jnly 1, 1862, the following stamp 
duties were imposed upon the probate of wills or let- 
ters of administration : — 

iriMra the etUta doef Boi ezeeed f 2,000, a Uz of $ 0^ 

WlMTO the eftate exoeedt $ 2,600 b«i boI 5,000, n Ux of 1.00 
irboM tbo etUto exceeds 5.000 but noi 2OJ00O, n tax of 2.00 
ITIicie the eeUte exceeds 20,000 bat not EOfiOOt » tax of 6.00 
WImiv tlie estate exceeds 60,000 bat not 100,000, a tax of 10.00 
WImiv tlM estate exceeds 100,000 but not IBOfiOO, a tax of 20.00 

Bj the Act of June 30, 18C4, the above duties were 
increased to $1.00 on any estate below $2|000; while 
for every $1,000, or fraction thereof in excess of $2,000, 
an additional CO cents was charged. In addition, all 
bonds, receipts, or other legal documents connected with 
the administration of an estate, were also taxable. 

n. TAXES VPOV LBOAL IKSTRUMSKTS, COMMKRCIAL 
TRAKSACnOKS, AND COMMODITIES, COLLECTSP BY 
MBAjrS OF STAMPS. 



the impots ite ttmhre of France and the stamp 
of England, the stamp tax does not designate 
a separate tax as such, but merely denotes the mode 
of eoUecting taxes upon certain acts, instruments, or 
eommodities bjr means of stamped government paper. 
Modem society has accepted this method of making 
eolleetions as at once the easiest, and as offering 
great conveniences for apportioning a tax according 
to value. 
At tlie present time, substantially all internal revenues 
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are collected by this means, although during the war the 
use of the term was restricted to the duties ujion acts, 
instruments, and the transfers' of property, as well as 
to the method employed in taxing certain kinds of. 
commodities, as patent medicines, cosmetics, drugs, and 
playing-cards. Since 18C8 the duty upon tobacco, malt 
liquors, distilled spirits, and licenses has been colleoted 
in this way, as the use of stamps has not only simpli- 
fied the administration, but has been found to deter 
evasion by rendering it easily discoverable. 
The experience of the government during the period 
' under consideration seems to indicate that these taxes 
were among the most satisfactory hit upon by Congress 
in its search for sources of revenue ; for they were not 
only productive from the start, producing ten per cent 
of the revenues in 1803, but were found to be very 
elastic, and susceptible of indefinite increase as business 
' became adjusted to their use. Inexpensive to colli^t, 
tlicy bore mainly upon those w^hose transactions were 
frequent, and, in the case of legal and commercial trans- 
actions, were a payment for a privilege enjoyed. In- 
dustry was not greatly disturbed by them, nor were 
prices; for they were specific in amount and easily com- 
puted. They were imposed upon written or printed 
instruments, or the commodity itself, and derive their 
name from the fact that the stamp bore upon its face 
the amount of the duty paid. 

By the law of 1802 tliose taxes were imposed upon 
a great variety of articles and proceedings, which may 
be divided into three general classes, as follows: (1) 
taxes on legal instruments, as writs, deeds, contracts, 
mortgages, conveyances, leases, manifests, probates, pow- 
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•n of attomeyi etc.; (2) those upon commercial pro- 
eessesi as checks, drafts, and foreign and inland bills 
of exchange, bills of lading, parcels by express, bonds, 
certificates of stocks, insurance policies, charter parties, 
etc ; (3) taxes upon commodities, as patent medicines, 
perfumery, cosmetics, playing-cards, and other products 
which could be more easily assessed by this means than 
by the general ad valorem or specific taxes. In the 
majority of cases, the tax was essentially projiortional, 
and was assessed either according to the amount of the 
eonsideration specified in the instrument, or to the 
Talue of the commodity itself. For example, the fee 
for recording a mortgage ranged from fifty cenU on a 
eonsideration of $500, to $15 on $20,000, while the 
duties upon commercial processes and manufactured 
products conformed tu <i rough ad valorem rate. For- 
eign bills of exchange were taxed at a lower rate than 
inland bills, although both were proportional; while 
telegraph despatches, express packages, etc., were taxed 
in a like manner. The rate upon patent medicines, 
eosmetics, playing-c^nls, perfumery, etc., was four per 
oent To insure observance of the tax, iienalties were 
imposed for failure to affix a stamp; while an even 
more efficient check to evasion lay in the invalidity of 
the instrument itself and its inadmissibility as evidence. 
In Older to prevent the re-use of stamps, the person 
affixing the same wrote across the face his initials and 
the date of use. Under certain regulations persons 
were permitted to prepare and use their own stamps, 
and were allowed a commission thereon. 

Later laws modified these provisions but little. Bates 
were made more uniformly proportional, while a number 
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of new articles, notably matches and photographs, were 
included in the schedule. As a rule, the taxes were so 
inconsiderable in amount as to be but little objection- 
able; but in the case of mortgages they were rather 
oppressive. Declared payable by^the person in .whose 
favor the instrument was drawn, the tax amounted to 
a one mill charge, repeated every time the mortgage 
was renewed; and, inasmuch as such instruments are 
frequently made under the pressure of distress, a tax at 
such a time is most inconvenient, and may cause some 
hardship. Discounts were also granted large purchas- 
ers of stami)fl of five per cent upon quantities between 
fifty and five hundrctl dollars, and' of ten per cent upon 
quantities in excess of that sura. In this provision lay 
a great injustice, which later tended to the stimulation 
of combination in production ; since small manufacturers 
were frequently unable either to advance the tax or to 
take advantage of the discounts, which were sufficieuUy 
large to be of themselves a remunerative profit to the 
large purchaser. As a consequence, they were fre- 
quently forced to the wall, or into combination with 
other producers, as was the case of the match monop- 
oly, which for years controlled that industry in this 
countr}', and which is said to have been rendered possi- 
ble, and later fostered, by this sort of special legisla- 
tion. Yet another objection may be urged against these 
taxes because of their interference with industry; for 
while it cannot bo asserted that the tax was in many 
instances a serious check to trade or commercial trans- 
actions, still it was an irritant, insisting, as it did, upon 
the affixing of a stamp to every check or receipt, and 
upon every bill of exchange a graduated tax. To this 
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extent it interfered with credit trausactionsi and ren- 
dered trade less spontaneous and free than it otherwise 
would hare been. 

When interfering with the minutise of trade in this 
way, SQch taxes may well be the cause of complaint; 
in so far as they are applied only to transfers of consid- 
erable amount by deed or other instrument, but little 
objectiQpi can be made to them, inasmuch as they then 
assume the form of a fee, and are a partial concession to 
that school of adrocates who riew taxes as a payment 
for senrices rendered. 

The stamp tax was from the start productive, easy of 
assessment, and very clastic. From its inauguration in 
1863, down to the partial repeal subsequent to the close 
of the war, the receipts steadily increased in amount, 
owing to the growing familiarity of the public with the 
law, until in 1807 it produced $16,094,718, which sum 
the secretary estimated could be further increased to 
•20,000,000 without material alteration in the law.^ 
All things oonsidered, it was one of the most satisfac- 
tory experiments of Congress, but from the administra- 
tive point of view it had possibly most to commend 
it Upon this point the commissioner, writing in 1863, 
•ays: << Among the most satisfactory branches of our 
exeise law must be reckoned that which levies stamp 
duties on documents and evidences. This tax is of all 
others the most cheaply and easily collected, and most 
eheerfnlly borne; and, in the future development of 
our system, it is the one from which most advantage 
wmj yet be expected from a gradual and judioioos 
extension.^' 

> Rspofl sa FlMnwsit ISOO, p. 13. * /Mtf., 1S63, p. 70. 
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The receipts for the several years of its duration were 
follows : — 



1868 . . . 


•4,140,17S 


1808 . . 


. $14^382,203 


1864 . . . 


0,SD4,D4O 


1800 . . 


10,430,710 


1806 . . . 


11,102.308 


1870 . . 


16,544,013 


1800 . . . 


16,014^3 


1871 . . 


13,343,730 


1807 . . . 


10.0M,71S 


1872 . . 


. 10,m,320 



These receipts include collections from acts and in- 
struments, AS well as commodities. During the years 
of 1863 and 1864, the measure was by no means uni- 
versally observed ; and the later marked increase in re- 
ceipts can only be traced to the growing familiarity of 
the public with the provisions of the law, as the increase 
in rates by the Acts of 1864 and 1865 was not material. 
In 1864 a duty on matclics, wliich lingered long after 
the war as a memorial, was inqx)scd, and produced up- 
wards of a million of dollars during the first year of its 
operation. 

From the returns, it appears that six-sevenths of the 
entire consumption consisted of two^sent bank-check 
and receipt stamps, the several stamps upon proprietary, 
articles, and tlie duty on matches; while one-third of 
the total receipts in 1865 was derived from bank- 
checks, receipts, and matches, two and one half millions 
being derived from the two former sources alone. Ijarge 
as the return from matches appears, it was considerably 
depleted by the large quantity produced and stored in 
anticipation of the tax. 

From 1865, down to the complete repeal of the tax, 
the observance of the tax improved, and the law was all 
but universally observed. 
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HL THE TAX ON 8ALR8 AT AVCTWV, OP APOTHBCABIBfly 
BUTCIIERfly nROKKRH, CONFRCTIONRR8| DRALBR8| 
PLUMDERS, AND MAKUFACTURER8. 

A tax was first iin}K>8cd upon property sold at auction 
at the instance of Hamilton, in 1794, who probably bor- 
rowed the idea from a similar tax imi)08ecl in En^^land by 
Lord North in 1771 for the conduct of the war against 
th^ American Ck>]onies. This tax continued in existence 
until 1800; and while the receipts therefrom continued 
to increase in importance, they never amounted to more 
than .one-half the yield originally estimated. The tax 
was rerired under the emergencies of the war of 1812, 
and remained in force for several years. Evasions of 
the tax were notorious. Assessments were voluntary, 
and the collection of the tax depended wholly upon the 
oonscienco of the auctioneer, to whom was intrusted 
the duty of collecting it 

The tax was revived in 1802,' and was leviM at the 
rate of one-tenth of one per cent on the gross amount 
of receipts from sales at auction of real estate, goods, 
chattels, or securities. Returns were required monthly, 
under oath ; but all sales under judicial proceedings were 
declared exempt Two years later * the rate upon auo- 
tioo sales was increased to one-fourth of one per cent, 
and was extended to brokers and bankers at the rate of 
one-eighth of one per cent on sales of merchandise, 
produoe, or goods ; and of one-twentieth of one per cent 
OD tlie par value of all sales of stocks and bonds, gold 
and silver bullion, foreign exchange, and promissory 






i Act fif Jaljr 1. 



< Act of Jane SO, ISO*. 



notes. Those taxes wero in addition to Uie regular 
license fees. 

From evidence taken by the Revenue Ck>mmission, it 
appeared that the rates upon brokers' sales were heavier 
than the business would bear, and widespread evasion 
was the result' In conformity with its suggestions the 
rates on receipts from such sales were reduced to one 
cent on every hundred dollars of the amount of such 
sales, while an improvement in the method of assess* 
raent was introduced in the requirement that upon 
every contract or sale there should be affixed a stamp in 
value equal to the amount of the duty. By the Same 
measure the rate on sales at auction was reduced to one- 
tenth of one i>eT cent' The result of these changes was 
to reduce receipts from the latter source by about one- 
half ; from the former sixty per cent 

Although the taxes on sales were acknowledged to be 
notoriously evaded, constant pressure was brought to 
, bear to have the method extended to all sales of goods 
and merchandise, as a substitute for the general excise 
upon manufactures and products. In the early days of 
the war the Chamber of Commerce of New York advo- 
cated such a measure, while the manufacturers of the 
country generally favored it In 1804 the commissioner 
advocated a moderate resort to the tax on sales as a 
means for meeting a deficiency in the revenues, although 
he admitted that it was unsuited as a fixed portion of 
the system without important change. With it extended 
so as to include all sales of merchandise, at the rate of 
one-half of one per cent, levied the same as the taxes 

> Report of lUvMine CommMon, p. 33. 
i Ad of Jalj 13, ISUO. 
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upon brokers and wholesale dealers, he estimated that 
fWyOOOyOOO oould be collected, a conclusion reached in 
tlie following manner : From the most reliable statistics 
ATmilabley it appeared that the value of all the products 
of the country for the year 1803 was $3,800,000,000. 
Assuming that, on an average, they would be sold four 
times before reaching market, and tliat three-fourtlis of 
the annual production was exchanged, it appeared that 
tlie annual sales of manufactures and products aggre- 
gated 911,000,000,000| upon which a tax of one-half 
of one per cent would yield $55,000,000. The advan- 
tages of such a tax were thought to be numerous. It 
would be immediately productive of a considerable sum, 
and would cause but little disturbance to industry. Pay* 
aUe out of money received, and at the time of receiving 
it, it would be easily borne. The seller would add the 
tax to the price, and anticip<ate the demands of the gov- 
ernment; and the purchaser, if ho bought to sell again, 
would reimburse himself from the consumer. The tax 
also commended itself to the commissioner by the 
faeility of its assessment and collection.' 

But the advantages claimed for the tax by the com- 
missioner were, in reality, the main objections to it 
Experieuee demonstrated the difficulty of securing any- 
thiog like a fair return from those classes of business 
already subject to it, and the history of similar experi- 
mentation in our States but confirms it. If confined to 
mmm f ne tui er a and producers, and levied but once, it 
would be no more objectionable than an ad valorem 
rata upon production ; but when repeated at every op- 
eimtioii and transaction from the time an article first 

1 Bepori on Fhumces, ISOA, p. SO. 
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entered tlie market to the time of its final consumption, it 
becomes not unlike a barrier to all trade, checking that 
freedom of exchange so essential to largo industrial. life, 
and requiring in its assessment a multitude of officials 
and the most scrutinizing inquisition of business affairs. 
It would, moreover, be a breeding-school for perjury, 
and open the door for evasion on every hand. Such a 
tax can only bo collected when limited to a few taxables, 
and even then should only be imi)Osed as a last resort. 
Happily, the changes urged by tlie manufacturers at the 
suggestion of the commissioner were not made, although 
the application of the tax was considerably extended. 
In 1867 it was provided that apothecaries, butchers, 
confectioners, plumbers, and gas-fitters, whose annual 
sales exceeded $S5,000, should pay one dollar for every 
91,000 of sales in excess of said amount, in addition to 
the special license tax ; while in 1808 certain classes of 
manufaotui*crs, whoso products were not otherwise taxed, 
were assessed at the rate of 92.00 per $1,000 on sales in 
excess of 95,000. These duties, like those on auctionSi 
were self-assessed ; yet they yielded considerable reve- 
nues; the duty upon dealers producing 94,002,656 in 1868, 
and on manufacturers 93,863,113 in 1870. 

The last assessment of these taxes was made in 1871, 
and the receipts therefrom during the nine years of its 
operation were as shown on the two following pages. 

■ 

IT. SPECIAL OR LICRXSR TAXES VPOX OCCUPATIOICS 

AKO OATKPUL PURSUITS. 

In the taxation of business corporations, oeeupationsi 
and gainful pursuits, federal legislation followed the 
methods in vogue in the majority of the States of assess- 
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MAO^ 
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410,f75J3 
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40,10040 
13343048 

• * . 

39040 
I4OI4O8.IO 

0743840 

8470410.10 

373.40 






ment by a opeoifio lump oum, inotead of upon the net 
earnings, rental paid, or gross sales. This plan, which 
has been discarded long since by tho majority of Euro- 
pean countries, has the evident advantage of simplicity 
and ease of assessment; but in this simplicity there 
inheres so much that is arbitrary and unjust, that it is 
doubtful if there is to be found a tax more unfair tp 
mercantile classes than this.^ In evidence of this state- 
ment^ it is only necessary to indicate the incidence of 
such a tax ; for, instead of its being a duty proportional 
to the amount of sales, and thus susceptible of diiTusion 



1 Cf. " TsxsUoa ill Ameriesn Btotao snd Cliloo," p. M, in wliMi 
Dr. Elj lodleto Uie Uz so '' s mool Tieiooo one from eroiy polal el 
Ykw." 
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•mong the oonsnmen, it is in effect a fixed and arbitraijr 
requisition, imposed as a condition precedent to the 
privilege of doing business. ])y such a jdaa the large 
prodnoer or merchant pays the same duty as his neigh- 
bor selling one-half or one-tliird the amount of goods, 
and is thus aUe to distribute the amount over a larger 
gnrfaoe, or to assume the tax altogether, and crush out 
the less fortunate competitor.' Such at least is the ten- 
dency of A tax assessed by such methods. That its in- 
justice was not a source of complaint at this time is not 
due to the principles of assessment employed, but rather 
to ihe fact that the rates of duty were comparatively 
low, and an inconsiderable burden upon even the small- 
est dealer. In fact, it was one of tlic most popular 
of the taxes, judging from the evidence of the Special 
Commissioner of Revenue, wlio, writing in 1807, said : 
^ It should be clearly home in mind that all our revenue 
experience during the hist five years lias conclusively 
•bown, that, with the exception of slami>s, tliere is no 
class of taxes whicli are paid so readily and promptly ; 
are collected with so little trouble and expense by the 
government officials, and impede to so small a degree 
the industry and development of the country as the so- 
ealled license taxes."* In a like manner Mr. Morrill 
viewed them as the least offensive of the excise taxes, 
the only possible exception to them being the '« novelty '^ 
of imposing a tax uiwn any lawful occupation ; but even 
tUs dbjeetioD vanished, he said, when it is considered 
tkat a lieense is not so much a permit for carrying on 

1 8m *«81iininf and Incldetieo of TAZftikm/' p. 16S, bjr FrofoMor 

X. B. A. fleliipMUi. 

swmbhoI SIpMlslConmteioiMroCIIevHieef 1S07, p.43. 
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business, as it is a recognition of the trade and a design 
nation of the premises in which the industry is to be 
transaoted.^ 

With such indorsement, it is not surprising that the 
system was very diffuse. At the time of its greatest 
extension all classes of corporations and persons carry- 
ing on trade were taxed, while persons conducting dif- 
ferent pursuits in tlie same place, or the same pursuit 
in different places, were taxed upon each establishment 
separately. 

Uy the provisions of the law any person or corpora- 
tion carrying on business was required to register, and 
to furnish to the assessor any information requisite to 
the affixing of the tax. In the majority of cases this 
was a simple matter, as the rate was uniform ujion all 
persons in tliat traile. The prevailing rate of duty was ' 
910, imiKMod upon professional men, retail dealers gen- 
erally, and brokers. Ilanks iiaid a license of 91<K) ; dis- 
tillers, maltsters, brokers, and wholcsohs dealers, of ffiO ; 
liotels from 95 to 9200, aoconling to tlie rental value of 
the premises occupied.* Later amendments aimed to 
render the duties roughly proportional, although no at- 
tempt was made to levy an exact percentage tax on 
sales, as was frequently proposed in Congress. Thus 
banks, in addition to a stamp-tax of 9100, were as- 
sessed 92.00 on each 91|000 of their capital stock in 
excess of 950,000. Wholesale dealers, pawnbrokers, 
peddlers, and others also paid in proportion to annual 
sales. 

From an administrative point of view, and in the 

> Con0r€99ioiud Oloht, 1S8S, f. llflS* 
• Ael elJ«)]r 1, ISM. 
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li^t of results attainedi the tax had much to commend 
it^ for none was easier of assessment^ and in none was 
erasion more difficult. l^Loreover, the revenues were 
ooQsiderable and rapidly increased in amount^ the bulk . 
of the receipts being returned from bankers, brokers, 
wholesale dealers, hotels, liquor dealers, and manufac- * 
turers. In 18C6 the total receipts from all classes 
were $18,015,743, of which amount $12,596,059 was • 
eoUected from these six sources, while the thousands 
of retail dealers, professional men, peddlers, agents, etc., • 
returned less tlum one-half that amount 

The total receipts from this source during the years 
from 1863 to 1870 were as follows : — 



1863 


. . . • S334,178 


1867 . . 


. • 18,103,615 


1064 


. . . 7,145,38S 


1868 . . 


1S,0G6^13 


1865 


. . . njsmfisi 


1800 . . 


IM^OJIO 


1006 


. . . 1S/)15J43 


1870 . . 


10,514,013 



The marked advance in receipts in 1865 and 1806 
due to the increased number of persons subject 
to the charge under the Act of 1864, to the advance 
of the duty upon several kinds of business, and the re- 
assessment of wholesale dealers. Moreover, by 1866 
the tax had been extended to the greater portion of 
the South. At the termination of the war, it was pro- 
posed that the license taxes be continued, and extended 
as much as possible, in order that the general excise 
upon manufacturers and products might be more read- 
ily relinquished^ This suggestion was followed in some 
tn s tanoes ; and the system was retained up to 1871, when 
tlie last assessment was made. 

As indicative of the relative productivity of different 









\ 



TAXES ON COMMERCIAL TRANSACTIONH. 186 

oooupations, the following table compiled for the fiscal 
years 1865, 1866, and 1867 is of interest 

BMeipto Crom Qpeotal Taxes for Xlml YMitt— 



Apoihaemrlet .... 

Aiaayert ...... 

Aueiloneon . . • • 

Bankers 

Br«w«n 

Broken of tatIoim torta 

Claln aftaU . • • . 

Oealera,— 

Keun 

Wkolesale . . . • 
BeUll liquor . • • 
^\1k>1«mU Uqaor • 

DtoUllMV,— 

OoAl-oll, •!«• • . • 
SpirltttOM llqnora . 

Applet. grapM • • 

lloiele 

Intonuiee agenU . . 
Lakjen •••..• 
Manofaetareri • . . 

Peddlen 

rkjelelaiM and mwrgofMm 
BeeilSeie 



lees. 



$3S,e73.43 
10^83.06 
80JM3.lt 

M0,68GJM 
77,7474M> 

861,400.28 
66,TBSJ0 

1,808,77SJ» 

S,M3,10I.78 

3,900,800^8 

480,80X81 

164tt4J8 

48,081.23 

114)0.83 

415,379X0 

91,800J8 

10S477.3S 

630,1 1ft J»l 

408JD6.60 

8023A7J8 

48,781Jn 



isse. 


1S67. 


S43.712J8 


45544743 


12380.18 


13411^ 


80,731.43 


86464.80 


1,902,61040 


I433,71ft.7» 


105,413.23 


338,155.14 


•73,900JO 


66845444 


16487 J8 


644S7-48 


ijmfinM 


3417400.77 


842844446 


8480461.U 


iJHRmiJGQ 


3460483.71 


80148149 


863,11444 


17406.13 


3140843 


8140046 


174446.71 


9043041 


f74U-lt 


080481.06 


fBJ4ffff>f 


16440043 


14641746 


90449«.7S 


15741M1 


1443406.78 


1406487.37 


67841348 


768411.96 


42040646 


64848844 
8649846 


6140041 
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CHAPTER VL 

IHUDUBOT TAXS8 UFOV OOSBUXFTIOV. 

I. DTSTILLED SPIRITS. 

Thb well-nigh universal experience of foreign states, 
tke more recent history of our own excise, as well as the 
demands of social, economic, and fiscal considerations, 
unite in admitting distilled spiriU to be a most proper 
object for taxation. First imposed in England by 
Charles II., taxes on spirits have since become one 
of the most considerable sources of revenue in nearly 
every civilized State. At the present time nearly all 
the German States, Russia, France, Great Britain, Italy, 
Austria, Spain, Belgium, The Netherlands, Turkey, Den- 
»ark, and Portugal tax this article in some form or 
other,* while in the United States the internal taxes 
•'^^^ ^ whiskey produce neariy one-third of the entire 
wvenue from the customs and inland duties.' 

Saving the tentative efforts of Hamilton, and the 
latCT « temporary war taxes" of 1814 and 1815, the 
distiller liad been relieved from the visiU of the tax- 
0RUierer in this country from the time of the adop- 
tion of the Constitution down to tlie Civil War, and 

• VMa *«Pliwiit Arelilr, IM7, Plo llmtitweitwioiior," Dr. J. Wolf 
^ W», In whieli Uhi mUmit i^tm tho liintorical derolopnioiit of Uie 
tax, M veil M Ike exMnic tffff^Mnn In rnrkNu eonnuiM. 
•JL!L!2t*^ •*?•' w»relpU from tlio rniitmnii nnd the exc Im wete 
WW^JHS, the Internal Ins on wlibkej prodncinf •85,200,209 of 
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the industry grew in importance, freed from all re- 
strictions, until the production of whiskey was one 
of the chief industries of the nation, and the still, 
like the cider-press of a later day, became an almost 
necessary api^cndage to every farm. So pnivorsal, in 
fact, was the consumption of whiskey, that in 18C0 it 
was computed by the census returns that over ninety 
millions of gallons were produced annually in the 
United States, of which no more than three millions 
were for foreign exi)ort; while the cost of production 
was so low, that the ruling price for the five years 
preceding the war was but twenty-four cents per gal- 
lon. It is by no means to be inferred that all of this 
product was for personal consumption.^ In the prep- 
aration of many patent medicines, it was utilized as 
the stock or body of the article; while so important 
was its use in the production of a certain burning 
fluid that it has been estimated that in 18G0 over 
twenty-five million gallons of alcohol were consumed 
in this way. The cheapness of the article made its 
use possible in a variety of domestic industries, while 
in the preparation of varnishes, imitation wines, per- 
fumery, hair tonics, etc, it was a prime ingredient. 

One of tho reasons why such commodities as dis- 
tilled spirits, tobacco, and malt liquors find such favor 
in tlie eyes of financiers is wluit I'rofcssor Marsliall 
oalls tho 'inelasticity of ilieir donuind." Ckinsum^v 
tion does not vary with price, it is said, as it does in 

1 In ISrSS ilio Rorenno Commlniioii oiiilmAteil tlini tlie nmotiiit of 
npirite roquirefl to •apply Uio conjiumpiinn of i)io coanlry for «lriiik« 
itig pnrpotoii WM iliirtjr-eisht million fpilloiiii, whilo frcnn three to elx 
million fnlloiit wore roqaiieU for ImlnsirliU purpcMeii. 
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odier eommodiiies; for experience has shown that the 
demand remains about the samO| no matter what the 
eoit of production. In the case of other artidesi a 
rabttitate usually presents itself, which more or less 
completely satisfies the want, while not infrequently 
the increase in the price effectually checks the demand. 
Kot so in the luxuries undei: discussion, for as yet no 
substitute has been found for intoxicants or other 
harmful narcotics.^ This being assumed as true, the 
only problem which confronts tlie financier is an ad- 
ministratiye one, — namely, the character and amount 
of the duty which from a fiscal point of view will 
psoTO the most efficient In seeking an answer to 
this question, the period now under consideration fur- 
aishes one of the most instructive and interesting 
chapters in all fiscal history. 

The Act of 18G2, which was in great measure experi- 
mental, imposed a low rate upon spirits, it being but 
twenty cents per gallon, equivalent to nearly one hundred 
per cent ad valorem. The duty was obviously insufficient 
At this time Great Britain was collecting a tax of ten 
shillings per gallon, from which nearly fifty millions 
of dollars was annually derived, or twenty per cent of 
the entire inland revenue of the kingdom, a sum equal 
to seventy per cent of the revenue of the United States 
from all sources. So heavy a rate as this, the oommis- 
skmer felt^ could hanlly be collected in this country, 
owing to the wide dispersion of the population, and the ' 

* 8«cli In A iirindplo which has froqnentljr bocn aHTAncofl In r5- 
ipwl to MMrh artSelet; \m% mir <yirfi «xperionce, m will be iihowfi later, 
to Iwlieato Uuil m comidefsblo modification of ilio principle 
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undeveloped condition of the revenue service. He, liow- 
ever, suggested an increase in the rate to sixty cents per 
gallon, at which point he thought the revenues would be 
more productive than at any other .^ These* recommen- 
dations were approved by C!ongre88, llarch 7, 18G4, when 
the rate was increased as suggested by the commissioner. 
By the provisions of these two Acts, the duty was pay- 
able by the owner or agent of the still where the article 
was produced, after inspection by a government official, 
who placed upon the cask or package a record of the 
amount and proof of the contents, together with the 
date of inspection and the name of the inspector. Any 
attempt fraudulently to evade payment by the re-use of 
the package, or :iby alteration of the stamp, was finable 
for each offence at five hundred dollars. 

Inasmuch as spirits are only marketable after a cer- 
tain age, a system of credits was inaugurated, by means 
of which the product might be placed in bonded ware- 
houses, or in bond as it is termed, for a certain period of 
years, whence it could only be removed on payment of 
the tax. To insure observance of the law, every distiller 
was compelled to take out a license, and give bonds, with 
one or more approved suretiet, conditioned upon the 
faithful conduct of his business. He was further re- 
quired to enter daily a record of the amount of spirits 
distilled, as well as the quantity of grain consumed 
in production, and to render a verified report of the 
same to the collector at stated intervals. 

Scarcely had the new rote become oiMrativo, when 
Congress, disreganling the advice of the commissioner, 
set iteelf to increasing the revenues by raising exist- 

1 Report on Flnanoaa, 1S83, p. S4. 
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ing fates without providing adequate means for their 
eollectioiL Duties were doubled and trebled^ the tax 
being inereased gradually from $1.50 per gallon, after 
July 1, 1804, to 1^2.00 per gallon, after Feb. 1, 1805.' . 

This latter rate was equivalent to an ad valorem tax 
of nearly one thousand per eent of the original eost 
of tlie product; and the results were such as would bo 
anticipated from such an exorbitant duty^ and stand 
as a iiermanent illustration of the effects of an excessive 
rate of taxation upon a manufactured commodity, where 
adequate machinery does not exist for its enforcement 
The justification of this increase in the rate was partly 
•amiituary and social, and partly fiscal. It was main- 
tained that spirits being a harmful luxury, and in no 
tense essential to comfort or sustenance, no injury 
would result from the imposition of a heavy tax, even 
though it did diminish consumption. But the fiscal 
needs were adequate to account for the increase in 
rates, for it was expected that large revenues would 
afoeme from this source. As a matter of fact, none 
of these expectations were verified; while the altera- 
tions continually being mafle in the rate by legisla- 
tion, together with the apprehension tliat the stock 
on hand would be subjected to the 1^2.00 rate, exer- 
cised an unfavorable influence upon production. 

It is farther a mattrr of regret that the full increase 
of the duty was not marie immediately ojicrative. Ow- 
ing^ however, to a desire to avoid all api^earance of 
retmactire legislation, Congress saw fit to exempt 
bcnkled stock from the increase in rates, which ojicned 



1 Act WJoM .IS, ISOI. Djr Mnendiilonr Act or Deo. 3S, 1S84, Um 
•Mi nto WMl bilo effael Jmi. 1, ISfn. 
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the door for an immense amount of speculationi and 
enabled producers to accumulate stock at the old rate 
of taxation sufficient to supply the market for months 
ahead* In this way the law was practically evaded, the 
Treasury was in no sense benefited, while the consumer 
paid the higher tax in the form of enhanced profits 
to the speculator, when he chose to place the supply 
uiK)n the market So general was this speculative 
spirit, and to such an extent lia<l production been stim- 
ulated in onler to anticipate the increased tax, that 
on the 1st of July, 1864, when the rate was ailvancod 
from sixty cents to a dollar and a half a gallon, there 
was estimated to have been produced and stored at least 
forty million gallons of spirits, a quantity sufficient 
to supply the wants of the country for at least a ycai^. 
in advance.' Upon this stock a duty of twenty ^ arid 
sixty cents per gallon had been paid, which yielded 
upwards of 924,000,000, instead of 960,000,000, which 
would have been produced had the rate been made imme- 
diately operative. The same inexplicable legislation in 
regard to tobacco caused corresponding losses to the 
revenue from that source. 

We conceive tlxat the policy to be pursued in the 
taxation of luxuries, esjiecially where the sumptuary 
element is present, to bo to assess the article at the 
highest rate the commodity will bear, without 'encoura- 
ging evasion and loss to the revenue through illicit* distil- 
lation or production. In onler the better to illitstrato 
this principle, it may be well to trace the results of tliis 
most anomalous series of enactments from 1864 to the 
changes made in the rates shortly subsequent to the 
close of the war. 

I Beport of Berenne 0€mm k dt m , p. S. 



14S rnx ihtmbnal rkvenue hystku. 

1. The T(ix RaUi and ike lUtemie, 

Contrary to all expectations and all known rules of 
calwilatioii, the adyance of the rate to 1^1.50 and 1^2.00 
per gallon produced no corresponding increase in the 
rerenues. During the ton months of the fiscal year 
1863y the tax was uniformly twenty cents i>er gallon, 
mnd the revenues therefrom 1^3,229,900, collected from 
16,149,054 gallons of spirits. Accepting as accurate the 
census figures on the production of the country, which 
placed the annual output in 1860 at upwards of 90,000,- 
000 .of gallons, this was rather an unsatisfactory show- 
ing; There is reason for believing this an over-estimato, 
bowerer ; for even in 18C4, when the desire to anticipate 
tlie tax gave a decided stimulus to production, the num- 
ber of gallons upon which the tax was paid was but 
85,295,391. The rate for this latter fiscal year was 
sixty cente per gallon, although during the earlier 
months the old rate reigned, and the receipte there- 
from rose to 928,431,797. Inasmuch as the Commis- 
sioner of Internal Revenue estimated that one-half this 
aaonnt was the result of forced production for the pur- 
pose of anticipating the increased tax, which went into 
effect July 1, 1864, we may assume that the normal 
annual production approximated from forty to forty-five 
million gallons, which is substantially the estimato later 
made bj the Special Commissioner of Revenue, Mr. 
Wdls. 

With the imposition of the increased rato after July 
It 18G4, production was temporarily suspended. Such a 
leenlt was to be expected from the accumulations of the 
article on hand. But, despite this fact, the commissioner 
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confidently expected to realize forty million dollars from 
spirite during the last seven months of the fiscal year 
1865.^ How wide of the truth were his estimates will 
be seen from the fact that the actual receipte for the 
entire year were but 1^16,996,701, or twenty-four million 
less than had been expected for half that time. For 
1866, he anticipated eighty million dollars, to secure 
which result the sole thing needful '< to render it almost 
certain is a few additional means for securing the collec- 
tion of the tex on the whole product of the distilleries, 
and thus protecting the revenue against illicit distilla- 
tion, to which high duties afford so strong a tempta- 
tion."* His sanguine expectations were again found 
to be illusory; for despito the improvement of the 
service during th? eighteen months of the operation 
of the new rate, but little over twenty-nine millions 
were turned into the Treasury in 1866 5 while for 
the fiscal year 1867 they fell considerably below this 

amount 

This extraordinary rato remained in force but one 
year more, when in response to the recommendation of 
the Revenue Commissioner (and upon no subject are his 
investigations more exhaustive or the reasoning which 
advocated the reduction more conclusive), as well as the 
promptings of justice and expediency, the duty was 
reduced to fifty cente per gallon, at which rate it re- 
mained until 1872. In addition to this specific gallon 
tax, there was added a soK^alled capacity Ux of so much 
per barrel, and a special duty for the reimbursement of 
the government for gangers' fees and storekeepers' sala* 
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lies which increased the per gallon rate to about sizty- 
•eren cents.' 

The rates of duty, annual production of spirits, and 
the receipts therefrom, for the six years of the operation 
cf these ratesi were as follows : — 
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14,«X),280 
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14.148,133 


28,290,2U 
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l# 


0,709,540 


13,419,092 



The results of this change were remarkable. Illicit 
distillation on a large scale practically ceased with the 
iaiposition of the new rate, while those industries and 
arts in which spirits formed a prominent ingredient ex- 
perienced an immediate revival At tlie same time the 
reeeipts from this source increased with equal mpidity. 
They rose like magic from thirteen and a half millions 
in 18C8, to over forty-five millions in 18G9) while the 
Bumber of gallons reported for taxation increased in an 
equal degree. Again, during the fiscal year 1870, there 
was a further increase of $10,534,804 in the revenue, 
or from 945,000,000 to •55,600,004. 

> Adof J«lj20, 1868. Thii Act made the Uz 00 eeotf per fslloB. 
to to psM bj stsmpt; Imt there waa impoied on the dUtiner bj the 
I Ad, an addiUooal tax on hia product of $4 per barrel of 40 proof- 
wbieh made the tax roaU/ 10 cetitf per gallon additional, or 
pargalloa. There was alao a tax on Uie xrain-maehing capa- 
d^ of tiM diatlllerjr, and a fnrtlior requirement of reimbureenient bj 
the 4ietitler ef the tarns paid by the goremment for gangera' foea 
' dete k e epcn * aaUriea, altogether amounting to about 7 eenta por 
of the aggregate prodmrt of tpiriU, thus making the whole tax 
tiM dIsUllar about 07 oente. 
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During the four years (18C9-1872) of the operation 
of the reduced rate, the tax was assessed and ooUected 
upon an average production of 67,175,822 gallons, 
which yielded an average revenue to the Treasury of 
934,000,000, indicating an average annual per capita 
consumption of 1.65 gallons. 

The results of this experience are sufficiently con- 
vincing to establish the claims of a new canon of tax* - 
ation, to the effect that a tax to bo efficient should be 
moderate in amount and well assessed, rather than 
so excessive as to encourage fraud and stimulate to 

evasion. 

2. Fraud and Ecatlon. 

One of the most deplorable phenomena which charac- 
terized the period was the demoralization which, the 
attempt to collect these excessive taxes wrought in tlie 
public service. The moral grain of govcmmciit officials 
is not, as a rule, much alx)ve that of the general public 
from which it has its source, and csixscially true is this 
where public preferment is a reward for partisan activity 
rather than of meritorious public service. 

During the two years immediately following the im- 
position of the tax in 1802, while the rate was moderate 
and the temptation to fraud but slight, the loss from 
evasion was comparatively unimportant; but with the 
opening of the fiscal year 1804, and the growing appre- 
ciation of the immensity of the struggle, and the probable 
fiscal necessities for its suppression, it became generally 
recognized that an increase of the tax-rate was probable. 
The prospect of legislative action in this direction at 
once stimulated production, in order that the tax might 
be anticiimted ; and as we liavc seen, the capacity of the 
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stilb was pressed to the utmosti while great numbers of 
new eetaUishmeiits sprang up in all parts of the coun- 
tij.^ As a result^ production was abnormally increased, 
and the amount entered into bond rose from sixteen 
aillioo gallons in 18G3 to eighty-five millions in the 
fdlowing year. Of this amount seventy million gallons 
was bonded before the increase provided by the law of 
Uuch 7, 1864, went into effect, while from this time 
OB to Jane 30, when the duty was further increased 
to 91.50 per gallon, production continued at an unparal- 
leled rate. 

For reasons only apparent to Congress, these increases 
in rates were not made retroactive, or operative upon 
existing stock in bond ; but when the spirits came to be 
"wHhdrawn for consumption by the producer, the duty 
then prevailing was added by him to the price, and the 
tax, which bad never been paid, was exacted from the 
^OBSomer. The profits accruing to private persons from 
this source were enormous, and have been estimated at 
aore than two hundred million dollars. 

The effect of this excessive stimulation of the indus- 
try was to check further production until existing stock 
shoald be consumed ; and in tlie month succeeding the 
iaposition of the new rate, we find the amount returned 
for taxation to have fallen to 697,099 gallons. More- 
ereri as soon as it became apparont that the rate was 
likdy to be permanent, producers at once began to cast 
•boat for means of evading its payment Such were 
ftot hard to find ; and, during the next few years fraud 
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and evasion became so prevalent in the production and 
and sale of liquors, that in 1868 a House committee on 
retronchment asserted that liardly an honest man was 
to be found in the business. During this period very 
little effective effort was made to enforoe the law, nor 
was it susceptible of enforcement Evidence was pro- 
duced before the Revenue Commission to show that 
large quantities of spirits, in amounts ranging, from 
20,000 to 80,000 gallons, wero transported to market 
without the payment of the duty, and without protest on 
the part of the officials, or knowledge that the proceed- 
ing was conducted in anything but a perfectly regular 
manner. Distillers, and their own workmen in some 
instances, wero appointed their own inspectors; and one 
case came to the knowledge of the Commission whero 
the official in charge of a still was ignorant of the use 
of the hydrometer. The looseness with which the law 
was administered during these years is almost incon- 
ceivable. Not the least of the causes for this wero the 
defective provisions rogarding official oversight, and 
lack of uniformity in inspection and practice in the 
matter of marking and branding the package. Officials 
wero too frequently inefficient, and often, if not f raud«> 
ulently in connivance with producers, ighorantly sa 
Hundreds of illicit stills existed all over the %(mntry, 
especially in the western central States, whero one of 
the rovenne agents estimated that four-fifths of the 
spirits produced did not pay the tax ; while in the case 
of the larger stills, the inspectors wero not infrequently 
non-residents, who gave but casual attention to their 
duties, and often left the inspection and branding of 
packages to the distillers themselves, upon whom they 
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dependent for their fees. Illicit stills also existed 
great numbers in the large cities, where a still could 
operated in a small space — a garret or cellar or an j- 
— and whose daUy capacity was from twenty to 
'^ gallons.' 

The prorisions of the law for listing, branding, and 

on were further indefinite and inadequate ; while 

and assessors were not infrequently appointed 

the dictation of distillers. The means of evasion 

in fact, so numerous and so successful, that Con* 

exhausted its ingenuity in attempting to protect 

rerenue, but all to no puri^ose. *' For three years,'' 

:js a Congressional committee upon this subject, 

hare been made to collect the tax (i.e., 1^2.00 

gallon); each year the frauds have increased, but 

the revenue. The operators throughout have pos- 

more ability than Congress; more shrewdness 

the revenue department No sooner would a reg*. 

of the department or an Act of Congress be 

, than means would be devised to evade it. The 

intellect seems far more inventive, and skill far 

effeetive, when to incentive to gain is added the 

of providing security against detection and pun-* 

haent.'' 

In an even more graphic way Mr. Wells describes the 

' Toeorred ibete defects, which were traceable in Urge meMore 
iefeetiTe IcfifhiUoD, and the faUnre toprorido foradeqate faiapeo- 
Ibe Reremie Coainiiasion In 1S65 propoeed an Act for the ccmtid- 
oT CoasnM to correct the aame ; and It la of Interest to nolo 
the Msaif s as reported was In manjr respects Identical with 
paased te the Mancy of the Republic (March 3, 1791), which 
fliaBKbted bgr Alexander Hamilton — a sininilsr commentary on 
!■ siiplf 1^ sad almesl hitiiltlve knowledge of the problesM lobe 
te tte laiillsa ef ^Irits. 
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phenomena which characterized the attempt to collect 
the excessive tax on spirite. ** Under the strong temp- 
tations of large and almost certain gains,*' he says,^ 
<<roen ruslied into schemes for defrauding the revenue 
with the zeal of enthusiasts for new gold-fields; and the 
ingenuity of the American people has never had more 
striking illustrations than was offered in their devices 
for evading the tax, and providing for security against 
detection and punishment in so doing. The parties 
concerned in these transactions also sliowed throughout 
more ability than Congress and more Rhrcwdness than 
the revenue de|)artnicnt of the national tro;umry.'' * 

So high was the rate of taxation that fear of detec- 
tion failed to deter men from attempting to evade it, 
while the profits of success were go large that tlie conni- 
vance of officials was secure<l by admitting them to a 
participation in the gains. How universal n'as this eva- 
sion may be seen by a contemplation of the statistics of 
receipts during these years. The normal annual con- 
, sumption of whiskey was upwards of forty millions 
of gallons; but, for the three years immediately sub- 
sequent to the imposition of the increased duty in 1864, 
the amoimt returned for taxation did not exceed one- 
third that amount. In 18C7 it fell to fourteen millions, 
and finally sank, without apparent reason, in the follow- 
ing year to less than one-half that quantity.* The rev- 
enue manifested a like tendency to decline, despite the 
most strenuous efforts put forth to protect the coUeo- 
tion. In 1806 the receipts were but little more than 

1 Special lettor of D. A. Wells to Beeretarr Carlisle, Jalj S, ISOS, 

p.G. 

% The «i»6i smoant on wbteb tbe taxwas pi^d wm 6,10»;kS. 
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ttmj had been under the earlier rate of twenty centsi 
vhUe in 1868 thejr dwindled to the comparatively in- 
significant sum of 1^13,419,002. The consequent loss in 
lerenua was enormous, and during these years could not 
hare been less than fifty millions of dollars annually ; for 
but three gallons paid the tax where five escaped, and 
Um average rate of taxation thereon was but seventy 

eents.^ 

One of the necessary results of this state of affairs 
was to reduce the plane of competition to that of the 
■KMit unprincipled dealers in the market Despite the 
enactment of Congress providing that the sale of whis- 
key for less than the amount of the tax was to be 
eoBtidered prima farie evidence of fraud, the article 
continued to be offered in the market in unlimited 
qnaatities at less than two dollars x^^r gallon,* and 
Um government was forced to acknowledge itself un- 
able to protect those who honestly paid the tax. 

The records of the attempt of the government to 
enfoffce the collection of excessive rates of taxation 
iorm one of the most interesting chapters in the finan- 
cial history of the country, and the teachings there- 
fsom cannot be better summarized than in the words 
af Mr. David A. Wells. Says that authority : << When- 
•fer a government imposes a tax on any product of 
iadostiy so high as to sufficiently indemnify and reward 
an illicit or iUegal production of the same, then such 

1 TIm Iom from evaskm and frmad hsfoften lieen plAoad slsm«cb 
lie. Bjr Um Commertial and Financial ChrankU it was 
thai ■Iiie4eiiihi of wbsl wm paid by Um pmbUe did nol 
Um tfaawiy.— Iiroe of Doe. 3, 1S70. 
s C9wumr€iml and Fimaneial Ckrontde, iMaeof Majll, 1SS7, ^aotoa 
fffiea of dMUed tplritf ai $110. 
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product will be illicitly or illegally manufactured ; and 
when that point is reached, the losses and penalties con- 
sequent upon detection and conviction — no matter how 
great may be the one or how severe the other — will be 
counted in by the offenders as a part of the necessary 
expenses of their business; and the business, if forcibly 
suppressed in one locality, will inevitably be renewed 
and oontinued in some other. It is, therefore, matter of 
the first importance for every government, in framing 
laws for the assessment and collection of taxes, to en- 
deavor to determine, not only for fiscal, but for moral pur- 
poses, when the maximum revenue point in the case of 
each tax is reached, and to recognize that, in going beyond 
that point, the government * overreaches ' or cheats itself. 
<' Obviously, those who in the past have shaped the 
policy of the United States in respect to the taxation 
of distilled spirits for the purpose of revenue have, 
for the most part, never studied this aspect of the 
the case, or cared to encourage any one to da^o ; but 
on the contrary, as lias been somewhat humorously 
expressed, Hhey have held out to the citize.n, on the 
one hand, a temptation to violate the law too great 
for human nature, as ordinarily constituted, to resist; 
and in the other, writs for persoiud arrest and seizure 
of property, and thus equipped, have announced them- 
selves ready for business.'' ' 

8. SpteuUUUm. 

In this connection we can but speak in brief of this' 
speculation which the excise engendered, and which wai| 

1 Bpoeial loiter to Hon. J. O. CarUilo on ** latemal Boronaa Tax 
on DMIM Bplrili, Malt Uqoon, and Tobaooe," Jaly •, HMD, p. «. 
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II. FEBMEirTED LIQU0B8. 

Bj the measure of July 1, 1862, the duty imposed 
upon fennented and malt liquors, such as beer, ale, 
porter, ete^ was 91.00 per barrel of 31 gallons. This 
act remained in operation but six months, when the 
rate was reduced to sixty cents per barrel,' with the pro- 
Tision added that the act should expire by limitation 
April 1, 1864. Subsequent to the latter date the origi- 
nal duty of 91.00 was revived, and has been in operation 
ever since. In recent years (since the amendatory law 
of July 20, 1868) the tax has l)eeu collected by means 
of stamps, one of which, ** denoting the amount of the 
tax,'' must be affixed over the spigot hole or tap (of 
which there shall be but one), in such a way that the 
stamp will be destroyed upon the withdrawal of the 
Uqnor from the barrel. 

The tax of 91.00 per barrel is equivalent to 3.22 cents 
per gallon, or an ad valorem rate of twenty per cent 
One barrel of 31 gallons equals 248 pints or 406 half- 
pints, and the present tax is therefore equivalent to 
ooe-fifth of a cent per half-pint or per glass, as usually 
•oU at retail. 

The records of the early administration of this tax 
present the same phenomena which characteriased other . 
branches of the revenue. The tax was but poorly col- 
lected, and evasion was wide-spread. An improvement 
was early manifest in this latter respect, however, for 
the number of barrels returned for taxation increased 
with considerable regularity, irrespective of the rate of 
dl«ky. Thus, while the number of barrels upon which 

> Aei of MMeh S, 1S6SL 
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the tax was paid was but 2,006,625 in 1863, in the year 
following it rose to 3,141,381, while two years later 
over 6,000,000 barrels were reported. But, despite the 
growing observance of the law, a large portion of the 
product still escaped the vigilance of the assessor ; and 
in 1866 the Keveuue Commission, after a most careful 
investigation of this portion of the revenue service, and 
after consultation with nearly every large producer in 
the country, came to the conclusion that the annual 
product of the country was upwards of 6,000,000 
barrels, or considerably more than had been returned 
for taxation in tluit year. The loss to the revenue was 
estimated at 92,400,000, due in large measure, thought 
the Revenue Commission, to the faulty methods of ad- 
ministration which then prevailed.' 
These defects were in large measure corrected by the 
' use of soluble stamps as a means of collection, which 
could not be re-used I With this modification in the 
method of assessment, the principal avenues of escape 
were closed ; and the annual returns immediately rose 
by nearly forty million gallons, while the receipts for 
the first year thereafter were increased by three^uartera 
of a million dollars. Since that time the revenues have 
steadily risen, in recent years at a most phenomenal rate. 
In fact, this increase in the consumption of malt liquora 
has been more rapid than the increase in population. 
In 1863 the annual consumption of malt liquora of all 
kinds was sixty million gallons. Two yean later the . 
product had nearly doubled, and amounted to 3.2 gallons 
per capita. By 1870 the annual consumption had risen 
to 6.2 gallons per capita, and during the deeade fidlow- 

1 Hooio Bx. I>oe. No SI, Thtrtjr-iiliiili C o ngr m. p. 9S. 
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ingt it again increased more than one hundred per cent 
Sinea that time the increase in production has more 
Hiaii kept pace with the growth in population, until 
ti^day the consumption approximates sixteen gallons 
per person, and the total annual output of the country 
is one thousand million gallons. 

The receipts have increased in like proportion until 
Bait liquors of rarious kinds yield an annual revenue of 
over thirty million doUars.' 

III. TOBACCO. 

The same lamentable errors which characterized the 
taxation of distilled spirits distinguished the early 
efforts of Congress to derive revenues from tobacca 
Like the former commodity, tobacco is a staple article, 
the eonsumption of which does not vary much from 
year to year, and is little affected by the variations of 
price. The equation of demand and supply is not a 
parabola, bat a straight line. Knowing, then, the annual 
consumption and the rate of taxation, it is a compara- 
tively easy matter for the financier to determine with 
tolerable exactitude the probable revenue to be expected 

Such, at least, are the teachings of economic 

r, and in this instance the teachings of experience 

of the schools proximately coincide. ^ 

At the present time tobacco forms one of the chief 

of revenue in nearly every civilized State ; in 

as In Franoe, Italy, and Austria, through govern- 



t !■ 1S0S tiM leeelpli Mnooiitad to 830,037,453; In 1S03 to t9S,64Sr 
; mmi !■ ISSI, 6T0fi vmler the anpneodentad eoamiereUl depret- 
llMf ■■oesHd to •31,414,7SS. 
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mental manufacture and sale, while in others as a basis 
of taxation. 

Our own experience is limited to the three decades 
subsequent to the general excise measure of 18G2. This 
Act, so comprehensive in its enactments, did not neglect 
tobacco. By it all manufactured chewing tobacco was 
rendered dutiable at the rate of ten cents per pound 
on grades valued at less than thirty cents per pound, 
while on better grades a uniform rate of fifteen cents 
I>er pound was levied. Snuff was rated at twenty cents 
per pound, and smoking tobacco at from two to five 
cents per jiound. Upon cigars a rough attempt at 
ad valorem rates was attempted by the following 
schedule : — 

If Tmlnod SI not mora thmn I 5 00 per 1000 aI %\JB0 per 1000. 
.1 11 «i 10.00 " 2.00 " 

" ** " 20.00 " 2.ao " 

ir TftliMMl ftl OTor 20.00 " 3J0 '• 

These cliarges were too low in the opinion of the com- 
missioner, as compared with what other commodities 
were bearing. At this time unmanufactured tobacco 
was taxed at tlie rate of seventy-seven cents per pound 
in England, while the manufactured article paid 92.33 
per pound. From these taxes Great Britain secured 
an annual revenue of up\vards of thirty millions of 
dollars; while in the United States, where the con* 
sumption was much greater, the receipts for 1863 were 
but three millions. 

This meagre prodnctivity was duo to two causes: 
(1) the newness of the law and the inexperience of 
the administration ; and (2) the inadequacy of the rate 
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ipoted. To the mind of the commissioner a remedy 
for the former evil was to be found in a change of the 
method of assessment, so that the tax would be col- 
lected upon the raw leaf, as was the custom in England ; 
vhUe a simple nostrum for the latter difficulty lay in 
tmistng tlie rates.' 

Td Congress nothing seemed more axiomatic than 
that '^ two and two make four/' even in the arithmetic 
of taxation; and forthwith the same mistaken legislation 
foUowed which we have seen to have been so fallacious 
ia the ease of distilled spirits. Chewing and smoking 
tobaceo were still rated differently, the duty on the 
farmer being increased to thirty-five cents per pound, 
wUle the latter paid fifteen and twenty-five cents, ae- 
cofdiDg to description ; snuff was taxed at thirty-five 
ce&ts per pound, while cigarettes were added to the list 
at a imigh ad valorem rate. Upon cigars the attempt 
to take cognizance of the difference in grades was 
•lall maintained, and the following exorbitant rates 
im p oe e d;* — 

▼AUm. TAX BATI. 

Below I S.00 per UiofUKUid In vslne , $ 3^ per 1000. 

S.00 Mid tld.OO per 1000 . . 8.00 ** 

ISXO •' 30.00 "... 15.00 " 

30X0 '* 40.00 "... 7&M " 

45X»iavslM " ... 4aOO " 



la the administration of the tobacco tax, the early 
aaperionoe is instructive. All methods were more or 
Ion teatative. Ko precedents existed at home^ and 
fotaigB aalioas, as a rule, taxed the article in the leaf. 

1 Report on Flamneee, 1S03, pp. 00, 00. 
• Act of J«]ie 30, ISOI. 
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As a result, early legislation was more or less experi- 
mental, and the revenues suffered in consequence. 

The tax was levied at the place of manufacture, and 
was a mixture of specifio and ad valorem rates. Stamps 
had not yet come into use in this branch of the service, 
nor had the practice of branding ; so tluit it was no dif- 
ficult matter to remove the article from one place to 
another, where it might be disposed of surreptitiously 
without payment of the tax. By the amendatory Act of 
March 3, 1883, however, the practice of the department 
was in this respect improved; and the insjiector was 
instructed to brand upon the cask or package the weight 
and quality of the tobacco, as well as his own name and 
the date of the inspection. By this means it became an 
easy matter to determine whether the duty had been 
paid or not, and to detect any attempted evasion. Later 
modifications placed severe restrictions upon the manu- 
facturers by insisting upon minute reports concerning 
their methods of business, stock on hand, destination 
and quality of the product, etc. These returns were 
made weekly, and in many instances were quite onerous 
to the producer ; for they amounted, in effect, to a labor 
tax upon the industry. In order to quiet the comprint 
that the tax rendered large capital necessary to the con- 
duct of the business, tlie bonded warehouse system was 
extended to it, so that the duty became payable only on 
the disposition of the product* 

The assessment of the tax upon cigars was fraught 
with probably the greatest complications. The Act pre- 
scribed that the valuation placed upon the article by the 
assessor should be ^ the value of the cigars exclusive of 

1 Ael of June 30, 1S04. 
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die tax.'' The rate, as we have seen, was not a propor- 
tioiial, ad Talorem one, but a graduated tax assessed 
aoeoiding to classes upon the price of the cigars. Wy 
lefeienoe to these rates, it will bo seen that under these 
pnmsions no schedule of prices could be devised which 
woaM sattsf J the law in the majority of cases. Take, 
for illnstratioD, the case of a thousand cigars selling at 
twelre dollars. The ralue is determined by the sale; 
mad the question arises, what is the tax ? It must obri- 
oosly be either three dollars or eight If the former, 
then the cigars, exclusive of the tax, are worth nine dol- 
lariL But cigars valued at more than five dollars must 
pay a tax of eight dollars. Then put on the tax of 
eis^t dollars, and the value of the cigars is found to be 
foor dollars, and not dutiable in this grade. Neither 
tax is appropriate to the value — one is too little, the 
oUier too great The same difficulty is found in rela- 
tioa to cigars selling at any price between eight and 
Uniteen didlars, between twenty-two and thirty dollars, 
ote. The law furnished no rule by which they might 
be assessed, and the commissioner therefore instructed 
the oAeials to adopt the interpretation which imposed 
the lowest rate.* 

Another result of this anomalous method of assess* 
meat was that it became more profitable for the manu- 
faehuer to sell his cigars at eleven, rather than fifteen, 
dollars per thousand ; at twenty-five rather than thirty- 
ooe dollars, and at sixty-nine rather than eighty-five. 
The value as determined by the sale was the determi- 
aaai of the tax, and the returns of the producer were 
the only evidence of value. It thus offered a tempta> 

> Report on Fliumeee, ISM, p. es. 



INDIRECT TAXES UPON CONSUMPTION. 161 



tion to undervaluation, which was often taken advantage 
of. Were the duty an ad valorem one, this opportunity 
would not exist; and the oonunissionor therefore sug- 
gested that the latter mode of assessment be adopted, 
provided a tax •upon the leaf seemed inadvisable.* 
Ck>ngress realized the anomalies of the tax, but chose 
. to follow other avenues for relief. It thereupon pbiced 
the cap^heaf upon the series of blunders by levying a 
uniform specific rate of ten dolkrs per thousand upon 
all cigars, no matter what the quality or value of the 
same might be, and also increased the. rate on tobacca' 
The uniform rate rendered the tax simple of UM^ta^ 
ment, which is certainly a desideratum in any duty; 
but it is liable to the criticism that it placed an undue 
burden upon the cheaper grades of cigars, while the 
higher grades were but slightly affected. It also bore 
with some severity upon the small domestic producer, 
who was often unable to advance so large a tax. 
This rate remained in force but one year, and it is 
of interest to note that the number of cigars returned 
for taxation during this period was less than in any 
other year either before or subsequent to its passage.' 

1 Report oo FloMioet, ISSA, p. 03. * Act of Maroh S, 1S09. 

< Tbe total receipU limn clfarR, together wHh the Affregmte nnoi* 
tier retuned, and the rate of the t«x, ffom 1S63 to 1S70, were as 
followi: — 

TBAB. lATl or TAJL ^^t^i^M^ OWAlCnOI* 

1843 • lJ»to$ SJiOperM 100,S88,»I • 47M« 

18S4 l^to tJiO «2,7W,1100 1,SMSI 

1M& 3.00 to «M» 7I3||OOI/M 34M7.431 

:i8SS lOM " 3I7^..,»» 3,471.233 

18S7 tjOOte 3J3 ^ 433,303,463 3,331,331 

1833 hM •• UA^a&JBBH 3^91,375 

183S 0.33 318,337^493 4,30ftJB3 

137e 3J3 I.133,3n»ttl 3,713,733 
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The ezperienoe of this period also f arnishes an example 
of the influence of a tax in determiuiug the equation of 
demand and supply of an article of universal consump- 
tion. Thus, in 1866, with the uniform rate of ten dol- 
lars per thousand obtaining upon all grades of cigarsi 
onlj 347,674,250 were returned for taxation; while in 
1869, with the rate reduced one-half, the number in- 
creased nearly threefold, or to 993,287,429. 

Conclusions in regard to the social and economic ten- 
dencies of a tax are, from the nature of the phenoipena, 
bet tentatire, and on the whole unsatisfactory. The 
coworking of diverse forces precludes exactitude in the 
tnesngf^ of causal relations, and we are compelled to 
depend more or less upon conjecture. It is not so with 
the purely fiscal aspect of the study, for here we deal 
with phenomena whose results and meaning are clearly 
demonstrable. 

In the discussion of the duty upon distilled spirits, 
we have seen that there exists an intimate relation be* 
tween the rate of the tax and the extent of fraud and 
•vaeioB ; and it is not, therefore, a matter of surprise that 
the same results are to be found in the taxation of 
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The magnitude of the frauds committed under the 
stimulus of the high rate imposed will never be known ; 
but that it was very general the records of officials and 
the tone of the press of the day testify. It was cur- 
rently asserted at the time tliat scarcely ono-half of the 
annual product of the country was reported for inspec*^ 
tion, while competent authorities estimated the loss 
much higher. Says the Special Commissioner of Bev- 
enue, writing in 1866 : <<Tho losses which have ac- 
crued and are now accruing to the revenue through the 
failure to collect the tax ... are of an amount almost 
to exceed belief — the losses on tobacco alone, in a single 
section of the country, being reported to the commis- 
sioner by a most competent authority as in probable 
excess of twenty thousand dollars daily.'' ■ The same 
official ktcr stated that <Hhe books of some of the 
largest manufacturers in this country show tliat their 
aggregate sales of smoking tobacco for the whole of the 
last year have not been in excess of the average of 
sales which, before the imposition of the tax, were ef- 
fected in a single week." ' 

The failure to collect the tax was due to causes simi- 
lar to those operative in the case of distilled spirits. 
They were mainly four in nimiber, namely ; (1) a very 
large percentage of the losses were due to incompetency 
and complicity of officials, for it was cheaper to secure 
the cooperation of the inspector by corrupt means than 
to pay the tax ; (2) the use of counterfeit or illegal in- 
spection brands was a prevalent cause of loss, as there 
existed no uniformity in this regard on the pat t of the 

1 lleport or Ui6 Bpooial CommMooer of Bavsnas, ISOO, p. 4. 
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different officials; (3) the re-use of packages or casks 
vhich had been previously inspected and properly 
branded further depleted the revenue; as did (4) the 
sobstittttion of other and better grades of tobacco for 
those upon which the tax had been already paid. Con- 
siderable loss also arose through the fraudulent use of 
the warehouse system.' 

So flagrant, in fact, did these frauds at last become 
that the manufacturers themselves licmled a movement 
for reform, and presented a memorial to C<mgress indi- 
cating lines for legislation, which were embodied in part 
in a later enactment, and are substantially identical 
with those in use at the present day. Greater simplicity 
in jrates was needed, as were more efficient methods of 
collection; and these the measure of July 20, 1868, 
aimed to secure by reducing the rates, rendering them 
payable by means of stamps, while the most minute 
provisions were made for marking, packing, removal, 
sale, etc. 

The effect of these modifications was immediate. Be- 
ceipU rose from •18,700,000 in 18G8, to over 931,000,000 
in 1870, and this in the face of a very general reduction 
of rates. Cigars manifested the greatest increase (05 
per cent), from which we are to infer that a larger por- 
taoB of them had previously escaped taxation.* From 
tUs time on the receipts from this source steadily in- 
er sai f d at a normal rate corresponding to the natural 
giawtli of consumption, until, in 1876, tobacco produced 
soBsewhat more than one-sixth of the total revenues of 
tlw govmunent, or $40,000,000. 

i Bsferl of 8pad»1 CoamiMoiMr or ihe ReTenae, ISOS, pp. 3S-3S. 
• fi* ** Voteeeo Tsi/' Qtutrterlp Joumai ^ Ee9nomie$f Jsnury, 
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At this time the appearance of the surplus and the 
clamoring of special interests hostile to any reduction of 
the customs duties led to measures for the complete 
abolition of the tobacco tax, or at least for a diminution 
of the rates. In 1879 Congress in part conceded to the 
pressure by reducing the rates upon snuff and other 
manufactured tobacco to sixteen cents per pound, in- 
stead of twenty-four, while the duty upon cigars and 
cigarettes remained unaltered. l\y 1883, the revenues 
continuing redundant, the rate upon the former article 
was further reduced to eight cents per pound, while the 
duty upon cigars was cut down to three dollars per 
thousand. 

The result of these alterations was gratifying in so 
far as it indicated the efficiency of existing methods of 
administration and collection ; for while the revenues fell 
off from forty-seven millions in 1882, to twenty-six mil- 
lions in 1884, the increase in the taxable product was 
little more than normal.^ 

From this time down to the present day, constant in- 
fluence has been brought to bear on Congress, advocat- 
ing the complete abolition of the tax ; and, as a partial 
concession to these clamors, the rate ui)on manufactured 
tobacco has been reduced to six cents per pound, while 
special license taxes upon retail dealers have been dis- 
pensed with altogether.' 

Just what effect has followed upon this reduction of 
duties in the price of the article, it is difficult to deter- 
mine with accuracy. There is reason to believe, how- 

1 For litl of colloeUooStM well m tAtot of UxaUos sad tmamd 
rolamoil for taxation* tee table, p. 2M, as well as Appendix. 
• Act of Oet. 1, ISOO. 
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ever, thai bat slight benefits have accrued to the 
oooamner. 



THB OBNBRAL BXCI8B UPOK MAKUFACTURKS AKD 

PRODUCTS. 

The first efforts of the Revenue Commission, subse* 
quent to the cloee of the war, were directed towards 
the relief of trade and industry from the burdens of the 
complicated system of taxes which obtained upon man- 
vfMftures and products. It was to the operations of 
the general excise, thought the Commission, tliat the in« 
flation of prices, the insecurity of commercial relations, 
the chaos of speculation and business disaster, as well as 
the burdensome taxes of the consumer and wage-earner, 
were in a great part attributable. Kot only were the 
duties so heavy as to cause a marked diminution in tlie 
eoDsumption of staple commodities, but so indiscrimi- 
nately were they levied, with so little regard to the laws 
of trade, that industry was blighted thereby, while 
capital was diverted from the natural channels of its 
■etivity. 

The distinguishing feature of all the fiscal legislation 
of the time was the wide diffusion of taxes. The one 
•beorbing demand of the Treasury was for revenues, and 
an other considerations were rendered subordinate to 
that end. Everything possible was made to contribute 
to the country's coffers, and in many instances the same 
article was taxed over and over again before it reached 
tlw consumer. Every product of the mill or factory was 
taxed at each turn of its manufacture, so that not infre- 
quently an article bore a duty imposed twice, thrice, and 
•ven foot times, before it reached the market The 






system operated like a scries of barriers, across which 
passage could be secured only by the payment of toll, 
which was re-exacted at every phase of the piocess 
of manufacture. This duplication led to an undue en- 
hancement of prices. Moreover, exact calculation in 
production became impossible, as the tax was liable to 
alteration at any moment, and the accumulation of a 
large stock of goods upon which a heavy duty had been 
paid might prove ruinous to a producer. For this- reason 
production was made to conform as nearly as poesible to 
immediate demand. 

At the same time the lack of harmony between the 
excise and customs duties was a further disturbing ele- : 
ment; for, although these taxes were designed to ba 
mutually compensatory (and considerable skill was shown 
in the arrangement), it was soon discovered that many 
divergencies existed between them. So numerous, in fact, 
were they, and due to such irremediable causes, that 
the efforts of Congress to relieve them were only in part 
successful. 

As a consequence, many industries were seriously 
affected, in some instances a transfer of capital to other 
countries being the result The manufacture of um- 
brelks and books is an instance in point, in the pro- 
duction of which it was said that foreign cheap labor, 
coupled with a low excise, speedily enabled the English 
producer to monopolize our market* In tlie production 
of finished railroad and bar iron the results wero similar. 
During the two years previous to 1804 but little railroml 
iron was imported, the customs duty being well-nigh 
prohibitive. In the latter year, however, the internal tax 

1 066 Report of Botmm CominiMikm, p. IS. 
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was increased to about nine dollars per ton, giring a 
protection to the domestic producer of four dollars per 
ton, which was held by the commissioner to be insuffi- 
cient to protect the market, a very large portion of the 
eonsomption of the year following being imported.' 

In the case of those industries controlled by strong 
corporate interests, and able to foresee and take adirantage 
of eytrj fluctuation of the market, this insecurity of 
business relations offered great opportunities for specu- 
lative gains. To the small producer, however, the ex- 
cise was an unmixed evil. The advancement of the tax 
demanded additional capital in his business, while in 
many ways, as in the case of the discounts upon stamps, 
it discriminated against him.* Especially burdensome 
was this interference with that numerous body of shoe- 
makers, dressmakers, milliners, etc., who produce mainly 
for immediate and local consumption. In fact, '' of all 
the taxes imposed,'^ said the special Revenue Commis- 
sion, ''none probably have been more effectual in grind- 
ing the faces of the poor ** than this, '^ while there are 
fow which have given more annoyance to the revenue 



> **Tlie pfes e nt tax on iron conmimocl In ilio Unitod BUtot, in ilia 
form of mflroad Mid bar Iron, will amonni, whon the cool 
ii Ukon into tho oceoont, to about Mven dollaii per ton ; 
wktto oUmt tazoo which indlrectlj fall npon tlito production will 
miia the tax to one or two dollam por ton more. Dnring the two Aa- 
cal jean preeeding the latt, but little railnmit iron wn« imported ; 
hmH la tlM jear eadinx Jane, 1854, a mpid increoao in such iuiporta- 
Uen began, and nearly one huiHlrod and twenty thousand tons, Talned 
al foor nlllkm eixht hundroil thousand dollars, wore imported. Tlifs 
laofnal to abn«i half tho entire qnantitjr made in the United States, 
wlileli k approximately stated at two hundred and eighty thousand 
•SM.**— Report on Finances, 1S5I, p. OS. 

* 9m cafs, p. ISS. 
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officers entrusted with their assessment and collec- 
tion." » 

The rates imposed were, moreover, excessive, in some 
cases being so burdensome as to cause a complete sus- 
pension of business. In the case of the woollen industry, 
which was relieved from the full effect of the excise by 
compensatory tariff duties, it was estimated that in the 
years 1864 and 1865, when the duty upon woollens was 
six per cent, the revenues from this business in the 
State of Massachusetts were equal to nearly twenty per 
cent of the entire capital invested in the industry ; while 
the taxes extracted from the manufacture of boots and 
shoes in that State during the same year were equal to 
thirty per cent of the capital employed therein.* Such 
are but isolated examples indicative of tho general dis- 
turbance induced by the excise ; for it was a period pris- 
cminently of flux, in which all forms of industry were 
endeavoring to adjust themselves to changed conditions 
of production. 

The method of levying the excise was a mixed one, 
partly specific, partly ad valorem, a distinction rendered 
necessary from the nature of the objects taxed, as well 
as by the desire to harmonizd these duties with those of 
the tariff, which were modified at the same time in order 
to compensate the domestic producer for the burdens im- 
posed upon him. The Committee of AVays and Means 
had aimed to devise a system as diffuse as possible, on 
the theory that equality in taxation is universal taxa- 
tion, a principle most strongly iiisistc<l upon in our 
States. Only raw materials were exempted; and even 

I nottso Ex. Doc. No. SA, Thlrty-nlnlli Cmifcross, p. •'O. 
s Iloport of Bpeclal Commissioner of Koronue, 18U7, p. SS. 
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here the ezemption was in many cases only an apparent 
me, for the articles were frequently taxed in an in- 
direct way. 

By the early law of July 1, 18G2, specific duties were 
inpoted upon mineral coals, oils of all kindsy gas, paints 
and colors, coffee and spices, cotton, sugar, snuff, railroad 
and other iron ; while upon nearly all other articles, the 
product of the mill or factory, a general ad valorem rate 
of three 'per cent was imposed. 

Careful provision was made for the assessment and 
eoUeeiioii of these taxes. Every manufacturer was re- 
qvired to furnish the assessor a verified statement of 
the nature of his business, and to make monthly returns 
of the products and sales in such form as the commis- 
sioDer presoribed. Taxes 'were payaUo monthly, and 
were declared to be a lien upon his real and personal 
property; while the collector could enter, take poeses- 
sioD, and aell any goods and products to satisfy the 



From the date of this Act down to the close of the 
war, alterations in the laws were frequent In 1864 
the ad valorem rate was increased to five per cent on 
the majority of articles previously dutiable at three 
per cent, while many additional articles were declared 
taxable. Again, in 1865, these rates were advanced 
twenty per cent, or from five to six per cent upon all 
enumerated articles, while the specific duties were in- 
ereased in a like manner. 

The fdlowing is a condensed statement of the total 
eoUeetions from specific sources of manufactures and 
prodaets for the years extending from 1863 to 1868 
indttsive : «— 
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DooU Mid shoeii $14/»7^4 

Bullion l,G:i2,7tNl 

Candles l^O^fOS 

Clocks, elock-niOTements, eic 457,210 

Clotli and other fabrios of doitoit ..... aS/K)C,287 

Cloth and oilier fabrios o( wool 20,022,431 

Clothing, not ineludiof boots and shoes . . 25,422,745 

Coal 2,0G6,001 

Confectioner}* 3,511,773 

Cotton, raw 08,072,380 

Gunpowder 1,015,303 

India rubber 2,100,077 

Iron and steel and their manuf^MStnreii . . . 85,306,728 

Leather of all descriptions 14,300,703 

Oil distilled from coal and crude petroleum • 20,456,552 
Paper, Inoludinf j^steboard, binders' board, 

etc 4,336,177 

Petroleum, crude 2,415,007 

Pianofortes and other musical instnunents . 1,452,023 

Pins 101,426 

Salt 1^,240 

Wood<«crews 087,206 

Bilk . 1,211477 

Soap 3»071,253 

Steam-engines 3,1709781 

Sugar, brown and leOiied 11,8189313 

Thread and twine 2,014,243 

Turpenihie, spirits of IJOSt!^ 

It has been estimated that after the amendatory Act 
of March 7, 1866, the government levied and collected 
from eight to fifteen per cent upon the cost of nearly 
all manufactured products, while in some instances as 
high as twenty per cent was collected. In the case of 
booksi pamphlets, etc., it has been computed that the 
reader paid from twelve to fourteen distinct taxes, in- 
cluding the license tax. Upon all cotton goods tlio 
accumulated duty ranged from nine to fourteen ^ler cent, 
while in the case of sugar the rates were about equal 
to the entire labor cost of its production. 
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Tk€ ExeUe and Prices* 



This continued duplication of duties contributed 
greatly to the rise in prices which characterized the 
period, as erciy increment of cost due to taxation was 
at once shifted to the price of the commodity, often 
with an additional profit upon the capital advanced by 
the payer of the tax. Moreover, every jobber, broker, 
retailer, and middleman contributed an additional li- 
cense tax for the privilege of carrying on his business, 
which eventually was extracted from tlte pocket of the 
eonsamer. It is this cumulative tendency of all indirect 
taxes which renders them so objectionable. 

A still further disturbing clement in commercial cir- 
cles was the wide-spread spirit of speculation which 
prevailed, a spirit largely induced by the excise. Man- 
ufacturers and dealers often took advantage of the gen- 
eral ignorance of the market, and, by anticipating the 
actioB of Congress, reaped large profits by the accumu- 
lation of goods upon which a low rate of duty had been 
paid. Precise calculations in trade and industry were 
also rendered impossible by the constant tiukcrings with 
the duties, for it was impossible to tell from niontli to 
sooth just what the tax upon any particular commodity 
would be. That this very uncertainty was not infre- 
qnently a source of profit to the manufacturers is proven 
hj the fact that they often urged an increase in fho 
nte apon tliose articles which they produced. 

It is rccogniased that tlie study of prices is most 
faitricate, and any conclusions indicative of causal rela- 
tions is little mors than conjectural Especially true is 
llpis of the period now under consideration^ for the ele- 
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ments which enter in are both numerous and conflict* 
ing. The increase in the tariff rates doubtless gave a 
stimulus to industry, and inaugurated an era of good 
times accomiianied by rlisiug prices; while little less 
influential was the unusual demand by the government 
for certain articles of war consumption. Either of these 
forces, independently of others, would have tended to 
raise prices; and to them must be added the currency 
expansion, which is generally supposed to have been 
mainly responsible for the inflation which characterised 
the time. Secretary McCulloch advanced this opinion 
in his report for the year 1865, where he says, ^'On 
the 30th of April last ... the circulation, Ixuik and 
national, had reached the startling amount of $700,000,- 
000. Nothing beyond this statement is required to ex- 
hibit the present inflation, or to explain the causes of 
the current and advancing prices/' > 

As a matter of fact, the active circulation, at the time 
the secretary wrote, was but little more than two-thirds 
what he estimated it to be ; ' and this fact, as well as 
others, has led some writers to discredit somewhat the 
importance usually assigned to this cause.* 

Such an opinion was advanced at the time by Mr. 
Wells, who asserted, after a oaref ul investigation of the 

1 mport on Finaneet, ise5» p. 11. 

s Aooocdinf to Uio ropori of tlie Cotnpirollor of iko Cmntmcy for 
ihsi josr, the eifCttUtlon wm Iml $400,S44,22U, the rBtnalDinf tS30^ 
000,000 Inelvclod in the KoretsTX*! oflim»to bclns at UisI time itofod 
in Uio U. 8. TroMory vanlto, or liold by Uio iNuiks as rMorroo for . 
thoir dopodtt or eireuUtlon. IbUl*, p. 01. 

i Mr. Gibbons C V. S. Dobt* Flniuico, and TaxiUion/' p. S2G) has 
denied to the enrrenejr any potoney in thin matter at all* and Mipports 
hii position by sliowing tliat tlio iiiilation of prioos and camncy wore 
BOl ooac an ent, bat lathor tbo rorene of ft. 
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whole tabjecty ihat» while the unhealthy inflnence of a 
ledniidaiit euneucy, as well as the scarcity of labor, was 
to be recognized, still, that '' i)erhaps the most influen- 
tial " of all the causes to which the inflation of prices 
was attributable was the << extent of the burden of 
iiii fio.«fi taxation ; ** * while the Bevenue Commission of 
1866, of which he was the chairman, maintained that 
it was '^ useless to talk of reducing prices to anything 
like their former level by a reduction or contraction of 
the currency." 

As materially contributing to this hypothesis, is tlie 
bniden of taxes sustained at that time. For the fiscal 
year ending June 30, 186G, the receipts from internal 
•ooioee alone amounted to ^310,906,984, while the total 
lere&ueSy estimated in currency, withdrawn from the 
mUm^^u of trade, were 9a01,o72,2CG. Assuming that 
the population of the country was thirty-five millions, 
this was equivalent to a per capita tax of $16.04, or 
tnfi4h^«g like eighty dollars upon the head of every 
fiuaily $ while, on the assumption that the value of the 
real and personal property had neither increased nor 
j^miiiSfiw^ri since the census of 1860, the general rate of 
taxatioii upon all tangible wealth was something over 
3.90 per cent* This statement of tlie burden of taxa- 
tion borne is, of itself, sufficient to explain, in part at 
leasty the inflation of prices which cliaracterized the 

period* 

B. The Exeti^ and the Wage-Eamer. 

It has often been asserted that hibor bore the cost of 
tlM war. Of a certainty, the wago-eanier is the greatest 

> Espori of Speelal CoaimSHloiier of ReTenao, 1S05, p. 90. 
• Mi^ f. 27. 
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sufferer upon the inauguration of a heavy excise. The 
effects of excessive borrowing upon industry and labor, 
by which capital is diverted from tlie natural channels 
of trade and turned into the coffers of the state, has 
been ably exhibited by Professor Adams.^ Similar 
results follow to an even greater degree upon any ex- 
cessive resort to taxation; for in the latter case the 
wage-earner suffers not only from the intcnsiflecl efforts 
of capital to recoup itself for the inroads of the state, 
but also from the enhancement of prices which results 
therefrom. 

So much as is true of that principle of political econ« 
omy which asserts that capital sets the limit to iiulustry, 
is applicable to the phenomena now under discussion. 
* Increase or diminish this sum, and, oilier things lx)ing 
equal, you increase or diminish the demand for labor. 
Unquestionably tlie excise had this latter effect; for it 
demanded from active capital invested in productive 
enterprises a share of its product, which it proceeded 
to dissipate in unproductive consum|)tion« The fisct 
that the government disbursed with oi^ hand what it 
assumed with the other, does not alleviiite the general 
effect of the taking; for the capital iisually perished 
with the using, or was so expended tliat it only returned 
to productive pursuits through a very circuitous process. 
Moreover, not infrequently the excise was so excessive 
as to cause a temporary suspension of certain forms of 
business, thus further curtailing the capital fund of the 
country, and consequently the demand for labor. 

During the six years' duration of the extraordinary 
taxes, the total amount of capital exacted from internal 

t '• Pablie Debts," p. 73. 
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bj loans and taxation approximated six thousand 
million dollars, of which amount over forty-six hundred 
millions was obtained from the sale of public securi- 
ties and treasury notes, ami twelve hundred millions 
fami currently created wealth through the medium of 
taxation. Bej'ond controversy, such an incursion into 
the capital fund of the country must have diminished 
the sum devoted to productive pursuits, as well as the 
demand for labor. But this reduction of the capital 
fond, as well as the consequent diminished demand for 
labor, but inadequately represents the full effect of ' 
any system of inland taxation which rests upon man- 
ufacture and consumable commodities. The capital 
fond might be constantly undergoing depletion, yet be 
eontinnally recruited from other sources, and the wage* ^ 
earner be unaffected tliercby. Such is not the case, 
iMwerer, when prices are affected as they were during 
this period. 

As we have seen, prices were rendered very capricious 
by the duplication which the excise engendered, rising 
oalof all proportion to the amount returned to the state. 
It is perfectly apparent that, so long as all prices rise 
a similar ratio, or at a like rate, no one will suffer,* 
the equilibrium of exchange is undisturbed. If a 
disparity occur, however, then those which rise the 
least or at the slowest rate, are at a relative disadvan- 
tage^ inasmnch as the depreciated commodity will not 
eomamnd as much in the market as it formerly did. 
Fot this reason labor is at a disadvantage in any indus- 
trial distttrbanoe, for it is the quite universal testimony 

1 EseefUon It, of eoame, to be made of eorUla elsiMt ol vetted 
eeftnea payuioBtt. 
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• 

of experience tliat rising prices find their way into •al- 
most every other form of wealth before wages are 
affected. It makes little differenoe whether the dis- 
turbance arises from a disordered currency, or unusual 
demands through taxation, upon a rising market wages 
are among the last and the slowest to move. Anytliing 
which causes a general rise in prices, therefore, is detri- 
mental to the wage-earning classes; for real wages are 
always temporarily lowered thereby, and possibly per- 
manently, if the laborer is willing to sink below his 
customary standard of living.* 

An examination of the phenomena which characterize 
the i)eriod renders it possible to demonstrate this in- 
fluence, which is corroborated by the records of nearly 
all great industrial disturbances, by statistical proof. 
At the close of the war, Mr. David A. Wells, as 
Special Commissioner of Revenue, devoted himself for 
some time to an investigation of tlie subject of prices 
during this period, and the causes to which their varia- 
tions were attributable; and from the data which he 
secured from all sections of the Korthern States, it ap- 
pears that the advance in prices during tliese years, as 
compared with the year immediately preceding the war 
(18C0) was in groceries and provisions, 00 to 100 per 
cent; in domestic dry goods, including clothing, 86 ])er 
cent ; in fuel, 60 to GO ix)r cent ; in house-rent, in the 

^ "According to tU oxporience, whether wUliin modem obterT»> 
tion or recorded in bUtory, it maj be laid down m tn ettftbllthed 
maxim tliat labor it the laat of the.objeett of exclianfre to rite In eon- 
tequenee of dearth or depreciation, and that commoolj the price of 
labor it the latt to fall in cooacqucnce of increated abundance of con- 
modltiet or incroatod valao of moiiej/' — Tooxs't JJUiorp €/ PHeet, 
▼ol. i., p* 71. 
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eitiesy 90 to 100 per cent, and in the country somewhat 
kes. The increase in the price of a barrel of flour 
from 1800 to 1868, throughout the Eastern manufactur- 
ing States, was in excess of 90 per cent; of salt, from 
100 to loO per cent ; of butter, 100 per cent ; of brown 
sugar, 70 to 80 per cent, etc. In respect to ordinary 
cotton goods, the advance, even as late as October, 18G6, 
was, in currency, 172 jjer cent over the gold prices of 
similar fabrics in July, 18G0 ; of woollen goods, 53 per 
cent; and of silk, about 100 )X!r cent 

The general advance in wages during the correspond- 
ing period was generally as follows : for unskilled labor, 
BO per cent ; for skilled mechanical labor, GO to 75 per 
eent In the cotton-mills of Now England the advance 
in the prices paid to fenmie adults working by the piece 
was 50 per cent ; of male adults, ditto.' In general, the 
effect of the agencies growing out of the war was to 
raise prices about 90 per cent, while the corresponding 
advanco in wages was not in excess of GO per cent.* 

Elsewhere we have seen that Mr. Wells considered 
the excise to have been one of the chief agencies, if not 
the chief, to which this inflation of prices was to be attrib- 
uted, and hence one of the means for raising the cost of 
living of the laborer, and tlie reduction of his standard 
of life. The taxes were in great part coerced wages in 
the form of diminished consumption of clothing, boots, 
food, ele., which tho wage-earner was able to command 
as the fruits of his earnings. 
Were it necessary to substantiate the testimony of 
•tatisttes of prices and wages, it is to be found in 



i 



1 •• OoWm CIsb Eamyn,** 1S7], p. 4S1. 

< R s p s fl of Spselsl Commimiomt of Boveooo, IMS, p. H» 



the evidences of curtailed consumption which character- 
ize the period, and which contribute to corroborate the 
theory that taxation may be a significant force in deter- 
mining the plane of life of a people. During the years 
coincident with the war the natural increase in the pop- 
ulation of the loyal States was approximately four mil« 
lion souls, but the statistics of consumption for the 
same years show a constant and marked falling off in 
the demand for the staple necessities of life. Of cotton, 
for example, the home demand fell off from 978,043 
bales in 18G0 to 554,400 bales in 18G5 ; of coffee the 
consumption during the years from 1855 to 1861 was 
548,000 tons, which declined during the next six years 
to somewhat over one-half that amount Sugar demand 
fell off in a like manner nearly fifty per cent ; while in 
textiles, boots, shoes, and the like, the same diminution 
in consumption was ap^mrent^ 

From this it will be seen that consumption was ma- 
terially decreased during this period ; and while to the 
casual observer it might appear that wages had increased 
and the condition of the laborer improved, the rise in 
wages was merely an apparent one, for real wages, as 
measured in commodities, had actually declined. In 
order fully to appreciate this it Imust be remembered 
that there are real and nominal wages. The latter are 
the apparent wages of labor, represented by the cur- 
rency of the country, while the former are determined 
by the standard of living of the consumer. 

As the statistics indicate, nominal wages do not rise 
or fall concurrently with the rise or fall of prices. 
The price of labor is always less susceptible to the 

1 Dsvkl A. Wolls, la '• Oobden a«b BMsyt," tm, p. Ml 
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todden influences of artificial causes than those of com- 
modities, and tlie reasons are not far to seek. The 
Buumfacturer, producer, or merchant is able to foresee 
the change, and can put up the price in anticipation of 
its arrival. Such is not the case with the wage-earners. 
They, like society, move as a mass, by a slow growth of 
consciousness. Labor is, moreover, more ignorant and 
flM>re at the mercy of the moment, and has neither the 
ability nor the knowledge to anticipate and protect itself 
from the change which has taken place in other articles. 
Upon learning that the prices of other articles have 
advanced, the wage-earner does not immediately put 
up its price, because the inertia of the market is too 
great to be at once overcome. It is not until the full 
force of the movement reaches him, and he, as a class, 
finds that his nominal wages have lost purchasing power, 
and fail to secure for him what, according to his estab- 
lished habits, he has become accustomed to, that he 
begins to insist upon an increase in his wage. 

Bat while they are slow to move, wages do follow the 
market price of commodities in a rough kind of a way ; 
and as a sort of compensation, and this tends to allevi- 
ate the hardness of the burdens which the period im' 
poaed, labor is very reluctant to submit to a reduction 
again when prices resume their normal level.* 

> '^latkepfSTfownporiofthecommiatimier itWMprored, thai 
white «p lo the eoanencemeiit of the jMir 1867 the arersge edTsnce 
ef CMNDodltiet WM ahoat 00 per eent, that of wages was not in ex- 
•Mi of 60 per eent. Now, howoTer, the case is being en tirel j rerened ; 
CHuaoditiei have Ikllen eo miich more rapidlj that the pnrehating 
power of wgm, evea when redneed, is pn^ably greater at the ptee- 
eaS Umm thaa when they had attained their mazimmm." — Report of 
gpedal Co aii iwl o a er of tteveaae, 180S, p. 30. 
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Further eWdence is hardly necessary to demonstrate 
the effect of the inauguration of a new system of taxa- 
tion imposed upon the staple necessities of life, upon 
consumption, or the grievousness of a heavy excise 
upon those dependent for support upon fixed incomes or 
their daily toiL Such a system, if as excessive and 
universal as that imposed during the i^-ar, is unjust and 
discriminating; since it enforces unequal sacrifices upon 
oontributors, and enables one class to enrich itself at the 
expense of the more dependent members of the community. 

C. Tie ExeUe and IfiduMlrif. 

The tracing of causal relations in trade, commerce, 
and industry is an exceedingly complicated and delicate 
task ; and any attempt at exactitude must bo acknowl- 
edged to be well-nigh hopeless. To single out a partic- 
ular cause, and attribute to its influence the clianging 
phenomena of industrial relations at a time when the 
state was interfering with private enterprise on every 
hand, and when it was itself a very considerable con- 
sumer of all forms of commodities, would lead to 
unjustifiable conclusions; for this was a period pre- 
eminently of reorganization in all forms of trade and 
industry. Nothing was stable or fixed ; the circulation 
of the country was inflated, speculation was well-nigh 
universal, and the war induced many reckless undertak- 
ings. The excise still further complicated industrial 
relations, but the effects of its influence differ according 
to conditions. In some instances it bore with a heavy 
hand, curtailing the productive power of small concerns, 
in some cases destroying them altogether;, in others it 
served as a stimulant to intensified prodnetion, while 
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Boi fnfreqiieiiUy it operated to aecelerate the spirit of 
eombiiuitioii bjr segregating these smaller produeers. 
Upon this latter classi it is generally conceded, the 
taxes were veiy bunlonsomo ; and, in fact, an excise, if 
lieaYjr, is nearly always prejudicial to small producers. 
The duty advanced is hard to shift in the first instance, 
as the inertia of the market resists any increase in 
prices, and is slow to respond to any change in the cost 
of production. Much hardship was thus caused in the 
early days of the war, before prices had become elastic, 
and industry accustomed to the altered conditions of 
production* Moreover, the excise failed to take account 
<rf a losing business ; and, ivhilo the period is one of quite 
general industrial activity, it was more or less abnormal, 
and the records of mercantile mortality indicate the 
deatlwate to have been unusually high. Many firms 
produced for months at a loss, as even this course was 
preferable to complete suspension ; and from such indus* 
tries the license and general excise duties were as ruth- 
iMsly collected as from those producing at a handsome 
profit As a representative case in point, the Commis- 
tion reported a firm whose losses in business for six 
months were ninety-six thousand dollars, of which sum 
twelve thousand dollars had been paid in taxes.' The 
alamp-tax was also so devised as to give considerable 
advantage in the form of a discount to those purchasing 
ia large quantities, a discrimination which has been 
held to have been sufficient, in the case of the match 
iadastiy, to concentrate the industry of the entire coun- 
try into a few hands, who have continued to monopolize 
the p tod o c t ion up to the present day. In addition to 

itfre Doe. Ho. S4, ThirtjHiliilli Confreos, p. S. 
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this, the advancement of the tax was of itself suiBcient 
in many instances to cripple the small manufacturer; 
while the larger capitalist, ever alive to the advantages 
of the market, was able to profit by the same, as well as 
the opportunities for evasion. As a matter of fact, all 
the discriminations favored the largo rather than tlio 
small producer; and the general tendency of tliese dis- 
criminations was to force those with the least staying 
power to the wall. 

But, despite the burden of taxation, the ravages of 
war, and the removal of millions of men and capital 
from productive pursuits, the prosperity of the country 
seems not to have been gre«atly checked. 

It is doubtful if the country was in any great degree 
poorer at the close of the war than at the beginning ; the 
explanation of which is to be found in the intensifica> 
tion of industry traceable to the stimulating effect of 
increased demand, and to the incentives given to produce 
tion by taxation. Such was the opinion of Mr. Wells, 
written in 1867 : ''It is not believed," said he, << that 
any great amount of Northern capital, accumulated prior 
to the war, was used or destroyed during the war, but 
that the service and commodities used were largely the 
product of the time."^ 

John Stuart Mill admits that a tax upon profits may 
serve as a fillip to industry, stimulating' to intensified 
production, and the discovery and introduction of im- 
proved methods, which tend to cheapen production with- 
out depleting the income of the manufacturer. AU 
acknowledge this to have been a period of great, appar* 
ent prosperity. Industry sprang full grown into life, 

1 Roport of SpoeUl CommlMioaor of Boroaio, 1SS7, p. 19. 
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fortonef were rapklljr acquired, while labor fotitid a 
teadjr market for ita activity. On the other hand, con- 
aunption of staples in time af war is not likeljr to 
equal that of peace. There are no more mouths to feed 
nor backs to cover. At the some time enforced economy 
is likeljr to diminish demand for many articles, the 
only increase in consumption lying in the field of muni- 
tions and appliances of war. Experience seems to prove 
also that production does not suffer any great check, 
either throngh the transfer of labor to military service, 
or throngh moderate demands of the taxing power. The 
productive power of the country may, in fact, be in- 
creased. The farmer, for instance, will not permit his 
fields to lie idle because one of his sons has entered 
•onM other pursuit, nor will the capitalist allow the 
wheels of industry to rust because the state has assumed 
a portion of the procluce. So long as a market remains, 
each will seek to compensate himself for the loss which 
he has endured. Either remaining labor will intensify 
its exertions, or ingenious contrivances will be devised to 
supply the depletions of labor, or to compensate for the 
exactions of the tax-gatherer. That these jiAcnomena 
eharacterized the period now under discussion is too well 
known to require proof. A brief glance, however, at the 
statistics of the patent office for these years may demon- 
•trate somewhat more graphically that such tendencies 
really operative. The total number of patents is- 
doring the years extending from 1861 to 1866, as 
w«II as the total taxes collected, were as follows : — 
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From this it will bo seen tliat the number of patents 
issued varied in a ratio corresponding somewhat roughly 
with tiie amounts derived from internal taxation, in- 
creasing but slightly up to 18C3, but from that time 
on growing at a rapid rate. Such a coincidence would 
seem to indicate some relation existing between them. 
In agriculture the development of labor-saving machin- 
ery^was phenomenal, and is attributable, in part at least, 
to the drain on the rural laboring classes for recruiting 
the army ; but in industry the same scarcity of laborers 
was not so marked, and the cause for the unprecedented 
development of labor-saving machinery is found in the 
desire of the manufacturer to indemnify himself for 
the inroads made upon his capital and income by the 
state. 

It is true that many industrial establishments were 
checked, some even destroyed, by the excise. These 
were the marginal producers, the no-rent ^ etUrepre' 
neurt,*^ whose elimination from the field of competition 
gave those remaining an additional stimulus for exer- 
tion. A glance at the change which the period wrought 
in the textile industries of New England, as well as in 
the iron and steel business of Pennsylvania, which dur- 
ing these 3rears of disordered trade conditions were run- 
ning full hands, proves that wealth was being produced 
at a rapid rate, and that the country was not being 
impoverished by the demands of war. 



D. CencluaUm. 

To rem^h any proper estimate of tiie vast and oom- 
plicated fiscal system which we have been consid- 
ering in the last four chapters, it is necessary to take 
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eognianee of the fact tliat the excise was the prod- 
uct of extraordinary conditions; as in all our periods 
of financial change a gigantic war formed the back- 
groondi demanding contributions so unusual as to set 
exacty or eren approximate, justice at defiance. The 
imperatire necessities of the occasion precluded a care- 
ful and scientific study of the consequences and burdens 
of the taxes provided for, and, even were it possible, 
under the most favorable circumstances, to determine 
with precision the incidence of taxation in general or 
of each tax in particular; if one could determine to 
what degree each tax was susceptible of being charged 
to a particular class, or upon a particular commodity, 
iradei or business ; if one could determine consequently 
upon whom it is socially the most legitinmto to cause 
the public burdens to fall, — oven were such problems 
as these susceptible of exact scientific determination, as 
they are not, it is hardly to bo expected that Congress, 
with no special knowledge of the principles of finance, 
with no precedents for guidance, and with little statis- 
tical data of manufactures or commerce, should have 
been able to solve ^ the art of plucking the fowl with- 
out making it cry ouf 

In view of all these circumstances,, our amazement is 
not so much that so many social, moral, and industrial 
ills sboold have followed in the trail of the fiscal legis- 
lalaoo of the period, but rather that any nation could 
lttV9 sustained the withdrawal of business capital to 
tiie aaoant of 14,660,000,000 by loans and treasury 
aotes, of #666,000,000 by internal taxation, and 1520,- 
000/NW hj customs duties, without being well-nigh proa- 
tntod theiel^. Yet such was the experience of this 
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country during the years extending from 1861 to 1866 ; 
but so elastic was industry, and so versatile the ingenu- 
ity of the people, that the burden, though appreciable, 
scarcely checked the onward march of the country's 
prosperity. 

The early policy of tlie Administration was to leave 
industry untouched, and to rely in great measure upon 
the proceeds of loans and treasury notes. A similar 
misplaced confidence in the customs revenue and credit 
of the country had brought the administrations of Gal- 
latin and Campbell to the brink of insolvency in 1814, 
and Secretary Chase did not escape a like fate. It is 
hardly too much to state that, had tlic machinery for 
immediately realizing on the currently created tit^th 
of the country exislcd at the outbreak of the war, the 
receipts from such internal sources as the income tax, 
license, stamj), spirit, and tobacco duties might have 
been rendered immediately productive of $100,000,000, 
a resort to treasury notes might have been averted, and 
the war been brought to a more speedy termination. 

Moreover, when Congress did take the matter seri- 
ously in hand, its action was such that the consumer 
was frequently unnecessarily oppressed, while the Treas- 
ury received the minimum of return from the maximum 
of effort And the general excise upon consuauible 
commodities, other than spirits and tobacco, was in the 
main responsible for the evils which resulted. It was 
to the influence of these taxes that much of the speou- 
Uttion, uncertainty, and business disaster which marked 
the period was attributable. Tliey induced an undue 
enhancement of prices ; they took from the pockets of 
the payer much more than ever reached the Treasury. 
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Wages were affected by them, both in the dimmution 
of aetiTe capital deroted to business, but much more 
hj the increase in the cost of living which ensued. At 
tbe same time the excise, together with the tariff, gare 
to aD industry an artificiality and instability which 
became manifest in tlie great number of commercial 
fdluies which followed in the wake of the war. 
Snail establishments were forced into liquidation or 
eooeentration with other concerns, while many others, 
by inequalities of the tariff and internal taxes, ceased 
producing. In general, commercial conditions were in 
a state of great instability, and continue<l so for many 
years sabsequent to the close of the war. 

But the defence of the general excise on manufac- 
tures was that it was productive. Not immediately as 
fruitful as Mr. Morrill had anticipated in 1862, when 
he estimated its productivity at $75,000,000, but still so 
important as to form 34.61 per cent of the total receipts 
during the five years of its continuance, from 1863 to 
1868. Obviously, to have deprived the Treasury of this 
important source of revenue would have caused serious 
embarrassment And it is doubtful if the financial sup- 
pott necessary for the conduct of the war could have 
been secured, save at great sacrifice, without the aid of 
tliese taxes, baneful as they were in their effects. Even 
before their imposition the credit of the country had 
been strained to the utmost to meet the demands placed 
upon it A further dependence upon loans was appar- 
ently oat of the question. The only other alternative 
laj in the discovery of new sources, or other means of 
mlising upon currently created wealth through other 
of internal or customs taxes. But already the 
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customs rates were well-nigh prohibitivCi and the only 
escape from the general excise, with its many impe^ 
fections and evils, lay in some such concrete system of 
inland taxation as Uie Commission suggested for the 
reorganization of the finances at the close of the war. 
This contemplated a concentration upon inoomesi lux- 
uries, stamps, licenses, and some of the other less objeo- 
tionable forms of revenue, which would have relieved 
the country from the burdens of the tax upon manufac- 
tures and products. But the rates upon these subjects 
were already as high as they would bear, and any at- 
tempt to increase the rates would have resulted in evils 
and complications greater than those soughW to be 
avoided. And had such a concrete system been de- 
pended on without some such change of rates, the Treas- 
ury would have been deprived of $36,222,716 in 1864, 
of $73,318,450 in 1865, and of $127,230,608 in 1866 
(the collections from manufactures and products), or 31, 
35, and 41 per cent of the total receipts from internal 
sources during these critical years. 

To suppose that these collections could have been ren- 
dered good by a further resort to the income tax and an 
increase in the duties upon distilled and malt liquors, 
tobacco, stamps, and licenses, which, as has been shown, 
were already taxed at an almost prohibitive rate, is un- 
tenable ; and we are forced to conclude that public iK>licy 
justified measures which seem to have been as inimical 
to the material interests of the country as any that oould 
have been devised. 

The experiences here described are further inftruc- 
tlve, in the highest degree, of the ]>ractical limits set by 
nature to the power of government to derive revenues 
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bj Uzaiioii. A government may be loath to admit its 
inability to cope with the ingenuity and cupidity of 
priTmte inteiests, and to acknowledge its incompetency 
to collect any rate of taxation which it may choose to 
impose ; but the experience above recorded proves most 
conclusively that a fiscal system, to be efiicienty must not 
contravene the principles of human nature, or place too 
great a strain upon official integrity, or too high a pre- 
mium upon dishonesty ; and that a government which 
disr^ards this elementary principle, not only cheats 
iteelf, but tends to degrade the standard of public 
lionesty and probity. Moreover, nothing displays the 
boondless resources of the nation more strongly than 
the ability with which the people accepted and bore a 
system of taxation almost unparalleled in its univer- 
sality and in the rates which it imposed. 

We have seen the internal revenue system, however, 
in its worst light Later modifications have brought 
the system into such universal favor tliat to-day it is 
opposed only upon political or sentimental grounds. 
Trmod and evasion have been reduced to a minimum, 
while the objection formerly advanced with so much 
•ffeety namely, that it interfered with individual liberty, 
has disappear before the advancing sense of the peo- 
ple. The cost of collection has further been so reduced 
thai the excise has become the cheapest of taxes. 
Uoreoreri as it now exists, and under ordinary condi- 
tioos, the charge of inquisitorialness cannot be applied 
to il^ although at one time this doubtless constituted a 
grievanee with the people. But a consideration of these 
will be deferred to a later chapter. 
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CHAPTER Vn. 

THB ADMIVmTBATIOir OF THS ZHTBBHAL 

STBTKIC 



A TAX may be theoretically the most just that can be 
devised, but in its collection so fraught with difficulties 
and complications as to render it untenable. It is the 
supposed difficulties inherent in its administration that 
have condemned the excise in the past, for it has been 
supposed that, in addition to the fact that it is cumula- 
tive, and requires a large number of officials to collect 
it, the excise obstructs industry, is a check to its de- 
velopment by requiring a disclosure of processes and 
methods of manufacture, and is tluis inquisitorial and 
hostile to the spirit of a free people. Moreover, an ex- 
cise is said to oifer great opportunities for evasion, 
either by false returns or by connivance with dishonest 
officials, and in this way tends to discourage publio 
probity, and degrade the moral tone of a people. Such 
objections as these have been, and are still, urged 
against the excise in foreign countries, and it was such 
a traditional dislike in the minds of the colonists of 
English and Irish descent, with whom the idea of an 
excise was inseparably connected with tlie window and 
hearth tax, that induced much of the hostility against 
its inauguration in this country in the early days of the 
Republic. Many of these objections were well foumlcd 
during the greatest extension of the excise ; but at the 
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present time, with the reduction of the number of tax- 
able articles and the perfection of the machinery of 
administration, such arguments have lost their force, for 
later changes have elevated the system well-nigh be- 
yond reproach. 

In administrative details the collection of the tax has 
vndergone many changes since the organization of the 
department umler the law of July 1, 1862. This meas- 
nie followed closely earlier precedents, both in the seleo- 
tioa of articles to bo taxed, as well as in prescribing how 
they should be placed under contribution. 

In 1801, in harmony with the prevailing belief in the 
early suppression of the war, no provision was mode for 
a permanent and independent bureau of internal rev- 
enue. The assessment and collection of the direct and 
faMome taxes was reposed with the Secretary of the 
Treasttry, under whose direction was placed a Commis- 
sioiier of Taxes, whose duties were those of preparing 
forms, and general superintendence of subordinate offi- 
eials. But the growing appreciation of the enormity 
of the struggle, and the necessity for increased revenues 
from inland sources, led to the creation of the office of 
Commissioner of Internal Revenue, whose duties were 
mainly ministerial and administrative ; the new official 
beii^ charged, under the direction of the Secretary of 
the Treasury, with preparing all instructions, regula- 
tions, directions, forms, blanks, stamps, licenses, and 
the distribution of the same, as well as all other matters 
pertidning to the assessment and collection of the tax, 
aad Ua general superintendence. A definite number of 
depvtiee aad assistants was provided for, to assist him. 
Aleaf with these were five, and later ten, speeial agents, 






whose du^ it was to aid in the prevention and detection 
of frauds, and to look after the general enforcement of 
the law.* 

For convenience of collection, the States and Terri- 
tories were divided into districts, varying in size accord- 
ing to density of population or other conditions, in each 
one of which a principal assessor and collector were 
appointed, endowed with plenary power further to sub- 
divide their districts into smaller areas, in which assist- 
ant officers were to be appointed.' Certain small or 
sparsely populated States comprised one district; while 
others more densely populated, as the eastern manu- 
facturing States, were divided into a large number of 
administrative districts. Thus Xew York included 32 
districts, Pennsylvania 24, Ohio 19, Illinois 13, Indiana 
11, and Massachusetts 10.* These districts were usually 
coextensive with Congressional districts, and could not 
exceed them in number. Beturns were required from 
all persons, partnerships, firms, associations, or corpora- 
tions rendered taxable, before the first Monday in Hay 
of each year, the return to include the amount of annual 
income, the articles or objects charged with a tax, the 
quantity of goods, wares, and merchandise made or sold, 
and cliarged with a specific or ad valorem duty, accord- 
ing to the forms as provided by the Commissioner of 
Internal Bevenue. In case of failure on the part of the 
taxable to make such return, the assessor was empowered 
to make up the tax duplicate from the best information 
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. MJtalMei i^f ^ ^7 person diaclosed a false list to the 
official with intent to erade payment, he was finable 
in a tarn not exceeding $500. In case of refusal to 
make letnm, the assessor was empowered to enter npon 
the premises, and make out a list of taxable objects, 
and add thereto fifty per cent as a penalty for refusal. 
If any person objected to his assessment, the right of 
a{q»eal from this decision of the ofilcial was allowed. 
nese lists, with the taxes payable thereon, were delir- 
ered to the collector of the district, who was authorized 
to poeeed with their collection ; and, if the duties were 
not paid within ten days after such demand, he was 
empoiirered to collect by distraint and sale of the goods, 
chatt el s, and effects of the delinquent, and to add 
thneto ten per cent as a penalty. Lists of collections 
were transmitted monthly to the commissioner, and de- 
poeits were made by the collectors, upon order of the 
conmissiooer, in such depositaries as were designated 
hj him. 

At the organization of the system the foree of offi- 
cials was unusually large, although even at this time 
tfas commissioner asserted that the number employed 
did not equal that of other conutries where similar 
•yvlms prerailed.! 

From the inauguration of the system, the adminis- 
talioo suffered seriously from the changes continually 
m a de in the personnel of the employees, which com- 
pletely neutralized the most zealous efforts to secure 
a trained senrice. In 1867, when the entire number of 
eoUeetors slightly exceeded 700, the number of removals 
for the year was 230;* while, of the 3,100 assessors and 

I KM^tMi wtmm»^ 1W7, p. 208. "iWif., p. 7m. 
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assistants in tlie service that year, over one-thiid were 
supplanted by new and untried appointees. As a very 
natural result, inefficiency and maladministration char- 
acterized the service, dissipating the confidence of the 
public, and deleteriously affecting the revenues. 

Two causes were in the main responsible for this 
result : one, the inadequacy of the remuneration offered ; 
but by far the most potent cause was the absence of a 
merit system for the determination of appointments. 
Probably no branch of our national administration has 
suffered no much from the spoils system as has the in- 
ternal revenue service \ for in no department of the gov- 
ernment are efficiency and honesty so essential in the 
eipployee. 

In addition to the regular officials enumerated above, 
temporary assessors were engaged during the annual 
assessments, while a small army of detectives and in« 
specters for the prevention of fraud were constantly 
employed. Plenary authority was granted all grades of 
officials, and the principle of personal responsibility was 
insisted on. Every subordinate received his commission 
from his immediate superior, who directed his work, 
required commensurate bonds, and was directly respon- 
sible for his acts.' By this means it was hoped to 
relieve the central administration of a vast amount of 
detail and minutia, while it was further thought that 
the numerous gradations of officials would serve as a 
corrective of errors in accounting. That these latter 
expectations were not fulfilled, may be inferfed from a 
treasury circuUr dated December 20, 1865, from which 
it appears that, during the preceding four months, over 

1 Bepsfft on FbMaesi, ISOT, p. SOS. 
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thne hnndrcd and sixty-fiTO errors had been detected in 
tba retamsy inTolving amounts ranging from a few cents 
to sixty thousand dollars. £ml)ezzlement was also more 
or less frequent, but the greatest losses were traceable 
to the incapacity and dishonesty of officials and to poor 
assessments. So badly was the system administered, in 
facty during the first two or three years, that it has been 
estimated that less than one-third of what was paid by 
the people jxissed into the Treasury.* In 1865, compe- 
tent authorities calculated that existing laws should 
hare produced $500,000,000, while, as a matter of fact; 
less than half that amount was collected. 

Innumerable eases might be instanced to demonstrate 
that the extravagance of the war was quite equalled by 
the wasteful and inefficient methods of administration 
which preyailed, evils which were so flagrant as to cause 
the entire system to bo viewed with suspicion and dis- 
imst The duties upon many articles were so high as to 
stimulate evasion, while the prolxibility of detection was 
so unlikely that it failed to serve as a deterrent Corrupt 
whbkey rings influenced the ap^iointment of men who 
eonnived with them in evading the duty, so tliat distil- 
lers, otherwise honest, were forced either to suspend 
business or become partners to the crime. As the com- 
missioner stated, <'It requires a man of tried integrity to 
resist the flattering temptation of a corrupt distiller. 
Ten thousand dollars adroitly and wickedly expended 
may hide the manufacture of a thousand barrels of 
wine, which would yield a hundred thousand dollars for 
the paUie revenues. If an inspector has forgotten his 
dsty in a single instance, he is in the power of his pnr- 

s CMnmerete/ ^nd Flnnneial Chronide, 1S70, p. 711. 
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chaser for all subsequent transactions, becoming his 
constant protector, and his ready witness against the 
government" ' 

During the continuance of hostilities but little effort 
was made to introduce the system into the rebellious 
States. With the triumph of the Union arms and the 
restoration of peace in the border States, officers were 
appointed to proceed with the collection of the tax ; and 
it became necessary to decide whether or not taxes 
which had accrued prior to the establishment of federal 
authority therein should be collected. Secretary l^Io- 
Culloch decided that in view of the non-existence of 
officers to whom payment could have been made, as 
well as the heavy and exhausting burdens and ravages of 
the war alroaily resting upon these States, tliat, without 
waiving in any degree the right of the government in 
respect to the taxes, the department did not deein it 
advisable to insist on their payment, so far as they were 
payable prior to the establishment of a collection district 
embracing a territory in which the tax-payer resided.* 
For similar reasons the secretary was induced to sus- 
pend the sales under the direct tax. In view of these 
facts, as well as the grave difficulties which would arise, 
and the interests which would be invalidated were the 
provisions of such taxes as the stamp^uty insisted on, 
Secretary McCulloch advised : — 

Flrti, that the collection of all internal revenue taxes 
which accrued before the establishment of revenue offi- 
cers in the Southern States be indefinitely postponed ; 
Second^ that all sales of property in those States under 
the direct tax be suspended until the States should have 

1 lUport en Fhuuieei, 1800, p. 0S. • /Mtf., 1SC6, p. Se. 
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aa opportunity of assuming the tax; Thirds that all 
tnnsaetions in snoh States, which may be inralid by 
the non-use of stampSi be legalized.' 

These recommendations were substantially adopted, 
and as rapidly as possible federal tax-gatherers were 
appobted, and the system extended to the reconstructed 
States. 

The perfection of the details of the service receivedi 
but scant attention during the war ; but with the growing 
familiarity of oiBcials with its defects from the disclo- 
sures of the press, as well as the invaluable investiga- 
tions of the Revenue Ckimmission, the importance of 
administrative ciBciency became apparent A careful 
revision of so much of the law a^ related to the manu- 
faeture and assessment of distilled spirits was made at 
the instance of the Revenue Ckimmission in the years 
immediately subsequent to the war, the leading feature 
of which was the subjection of each distillery to the 
direct sur^'cillance of a government inspector, whoso 
duty it was to oversee the process of manufacture and 
sale, and the assessment of the duty. While the change 
was eoDdncive of greater fidelity on the iiart of weighers, 
gangers and other officials, and placed an additional 
check upon them, the powerful inducements which could 
be offered by the dishonest distiller frequently neutral- 
iMd the effect of the measure ; and there was no provia- 
ioB for constant rotation of the inspectors from one still 
or district to another, as was suggested by the Commis- 
•ioB, a provision which would have greatly enhanced the 
cB ciei i cy of the law. But the effect of this, as well as 
all other remedial efforts on the part of Congress, was 

' F1mum6 B6pofi| 1S05, p. SO. 
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checked by the dishonesty, complicacy, and inefficiency 
of officials, traceable in part at least to the system of i^ 
pointmont and retention in office for political service. 

With the abatement of the duties, and the decrease 
in the number of taxable articles, the defects of the 
method of assessment were more noticeable. During 
the war, stamps had proven a most effective method, not 
only as a means of taxing acts and instruments, but also 
certain classes of commodities as well. The method was 
simple, the returns easy of collection, and evasion well- 
nigh impossible. In 18G8* this plan was extended to 
tobacco, malt and distilled liquors, and license duties, 
and with some slight alterations remains the method of 
assessing these objects at the present day. By this plan, 
the stamp, of proper denomination, is affixed to the 
package containing spirits, beer, or tobacco, with an in- 
dication upon its face of the qiumtity of the article 
within. In the case of special license taxes a similar 
stamp is required to be prominently displayed in the 
place of business. The results of this change were im- 
mediate and marked. Receipts from all sources showed 
a quick response, while the difficulties of collection were 
reduced to a minimum. 

This reduction of the number of taxable objects, and 
the substantial concentration of the system uiK>n luxu- 
ries, banks, legacies, and a few commodities, soon ren- 
dered iiossible still further simplification. Heretofore 
assessments had been made by local ofhcirJs, appointed 
in each revenue district In 1872 * the local force was 
abolished altogether, and the official force reduced by the 
dismissal of 228 assessors, 240 clerks, l,(KtO assistant 

t Ael of Jalj », ISSS. •AeloTDee.K. 
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assessorsy their work being centraliased at the Treasury 
Departmenti and the comiiiissioner authorized person- 
ally to make the various inquiries, determinations, and 
assessments of taxes which had heretofore been done 
by these local officials. Under this arrangement assess- 
ment lists are now made up by the commissioner, and 
forwarded to the collectors of the various districts, thus 
insuring greater uniformity in returns. The change 
was most radical, but the results proved equally aston- 
ishing. In addition to saving nearly 92,000,000 annu- 
ally in the form of salaries and expenses, an immediate 
inerease in the revenues resulted. This was especially 
nolioeable in the case of license taxes and those on 
banks, an increase in collections of half a million accru- 
ing from the latter source in 1874, and of nearly ninety 
per cent from the former. At the same time * the num- 
ber of revenue districts was reduced to eighty ; but this 
revision never wont into effect, althoiigh four years later 
the number was reduced to one hundred and thirty-one.* 
The system of local administration, as above de- 
•eribed, depended wholly on the assumption that local 
•Adals are honest And where such is the good fortune 
of the government the tax has been uniformly collected. 
It would seem that with the intricate system of 
eheeks imposed, illicit distillation would be well-nigh 
imponiUe; yet so much more acute is private activity, 
when inspired by cupidity and the probability of great 
gains, that these guards have, from time to time, been 
broken down. But to do this it was necessary to secure 
the eo^iperation of both the storekeeper and the ganger, 
*fc«» to place the spirits upon the market through 
» Adef JvmS, 1S7S. • Act of Aug. 15, ISTS. 
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the re-use of stamps, or by the co-operation of the rec- 
tifier. 

It was by such means as these that the great frauds, 
extending from 1872 to 1876, were committed ; and so 
strong were the interests invoIve<1, and so inscrutable 
the means employed, that it required the most vigorous 
efforts on the part of the government to extirpate the 
ring, and bring the leaders to justice. The mania for 
fraudulent profits, so long gratified during the war, 
sought other avenues for gain at its close ; and while the 
reduction in the rates and the changes in the service 
rendered the profits more precarious and the advantages 
resulting less tempting, still they were sufficient to call 
• into being the great whisk'^y ring in the early years of 
the decade beginning with 1870. The fortunes of this 
corrupt organization were fostered by the connivanoe of 
many influential persons high in public authority. Or- 
ganized at first for the promotion of certain political 
aims, after their accomplishnicnt it was conduetcd for 
the fraudulent advancement of private ends; and so 
notorious at last became its operations, and so wide- 
spread its infiuence, — the nation itself being co-exten- 
sive with its operations, — that an investigation was 
made, its methods exposed, and the principals brought 
to justice. The enormity of the ring*s operations will 
never be fully known, but a partial appreciation may be 
had from the fact that in St Ixiuis alone the losses to 
the revenue approximated 91,200,000 annimlly.^ As 

^ For % irnipUio aooooiii of tlie mrtiliofli mi«1 AimM of ibo riiif , m 
weU M the manj proiniiioitt pnblie ofHciftli ImpllrMed, mo tho eon- 
fowkm of Oetiona John MoDoiiAltl, " Tlio Boeroto of Uio OrMi Wblo> 
kojr Bins, Mid ttio aewipApen of tho daj." 
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farther indicative of tlie immensity of its operations, tlie 
eonmissioner reported in 1875, that he had document- ' 
arjr evidence that warranted him in seizing twenty-four 
distiUeries and thirty-seven rectifying houses, implicat- 
ing over fifty United States officials. The evidence 
further showed that there had been issued during the . 
ten months extending from July 1, 1874, to May 1, 1876, 
20^000 packages of fraudulent spirits ; while, by the aid 
of false gauging, over one million additional gallons 
iped, entailing a loss to the government during this ' 
aratively short period of 91,650,000.^ During the 
yean covered by the operations of the ring, the total 
. losses io the Treasury amounted to at least four million 
dcdlars. 

Since this time the revenue service has been con- 
dneted with singular fidelity, and has steadily improved 
in eflkiency. £vasi<ms still occur, and some illicit dis- 
tillation is still carried on in the outlying districts and 
in the large cities. Discoveries of illicit distillation 
have markedly increased since the last increase in the 
rate to 91.10 per gallon ; and tlie average number of 
stills destroyed since the rate went into effect has 
q;ipnndmated one hundred and fifty per month. The 
most strenuous efforts of the department have been 
ineffeetoal in closing up the moonshine stills in the 
South; and recently large numbers of small stills have 
been discovered in the Northern cities, where a still 
with a capacity of forty or fifty gallons per day can be 
•eeieted in a cellar or garret, and an inferior quality of 
spirits prodoced at an average cost of less than twenty- 
tm cents per gallon. Such a still costs but a few dol- 

1 Beiwrt on FluMMes, 1S75, p. 107. 
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lars, . and detection is only possible as the spirits are 
placed on the market The loss which accrues to the 
revenues from this source cannot be estimated with any 
exactitude, but it has been placed at more than four 
million dollars annually. 

In concluding this sketch of the years of experimenta- 
tion by means of which the present perfected machinery 
foi the garnering of the resources of the nation into the 
Federal Treasury has been brought about, it may not be 
inadvisable to describe in some detail the workings of 
the internal revenue department in the collection of the 
several taxes at present imposed. The ground plan of 
the system has not changed fundamentally from the out- 
lines defined by Hamilton over one hundred years, ago. 
As in the department of customs, the chief ministerial 
officer is the commissioner, whose duties remain sub- 
stantially as outlined in the Act of 1862, as described 
in an earlier portion of this chapter. In recent years, 
with the gradual reduction of the system, there has been 
a tendency to centralize and simplify the collection of 
the taxes, as is seen in the abolition of the offices of dis- 
trict assessors, as well as in the reduction of the collec- 
tion districts, of which there are at the present time 
but sixty-three.^ It is now the duty of the oommissioner 
to make all inquiries, determinations, and assessments 
of all taxes and penalties, and to certify a list of such 
assessments to the collector of the proper district, who 
is authorized to collect and account for the same to 
the commissioner. The latter officials are appointed by 
the President, by and with the consent of the Senate, 

1 The nvmber WM redsMd to ISl InlSTS; tolSStatSIT; toS4 te 
1SS9; Mid toCS bj XzMvtiTe Order oi Mej 21, 1SS7. 
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and most be residents, of the districts in which they 
•erre. Erery coUector, before entering upon the duties 
of his office, is required to execute a bond, with not less 
than five suretiesi conditioned upon the faithful per- 
formance of his duties. He is then empowered to 
appoint as many deputies as he may deem necessaryi 
for whose actions he is, in a like manner, held re- 
sponsible. 

In additi<m to the official force directly employed in 
the collection of the taxes, there are appointed by the 
commissioner a certain number of special agents, who 
are dejdoyed from the central office for the purpose of 
checking any attempted evasion or suspected complicity 
on the part of other officials; while the Secretary of the 
Treasory is authorized to appoint, wherever deemed 
accessary, a certain number of gangers and storekeepers, 
wliooc duties will be described later. 

SPECIAL OB LICENSE TAXES. 

The license taxes now remaining upon the statute 
books may be looked upon as subsidiary and ancillary 
to ifac general specific duties imposed upon distilled and 
malt liquors, tobacco, and oleomargarine. Since 1872 * 
all license taxes have been collected by means of stamps, 
which must be conspicuously displayed in the place of 
bosiiiess ; and on default of the same tlie dealer is sub- 
ject to severe penalties. The duty is a graduated one, 
and applies to all persons, firms, and copartnerships 
engaged in the business of manufacturing, selling, or dis- 
tribirtfaig these articles, save retail tobacco dealers, who 

I Of Asl of Dee. 94, ISIS. 
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Iiave been exempt since 1890.* It is, in effect, a charge, 
as a condition precedent to the transaction of business ; 
and the rates range from 9600 upon tlio manufacturers 
of oleomargarine and 9200 on rectifiers of spirits hav- 
ing a still capacity of 600 barrels or more, down to 920 
upon retail dealers in malt liquors. Every person en- 
gag04l in any one of the businesses subject to the tax is 
required to register with the collector of the district, 
and furnish specific information in regard to his resi- 
dence, place pf business, etc. 

DISTILLED SPIRITS. 

No portion of the service has been the object (d 
greater attention on the part of the government than 
the collection of the tax upon distilled spirits, and no 
part of the system is now administered with greater 
fidelity. However faulty the collections may have been 
in the past, it is safe to say that at the present time 
evasion is almost unknown outside of the ** moonshine ** 
districts in the mountainous regions, and in the large 
cities. By a system of checks and espionage, the pn^ 
duotion of distilled spirits is substantially in the hands 
of the government; for it oversees the production of 
the article from the moment the grain enters the store- 
house until the manufactured article is retailed. The 
distiller is little more than the agent of the goveniroent 
in the matter. He invests his capital, and assumes all 
the risks. His still must bo constructed according to 
approved plans, his machinery must pass inspection and 

1 Bj Actor Oct. 1, isro, NO nraohof tiie Ux m appllod lo deslois 
to lobMooMid cigMi, mmiimlActarMt snd peddlenol ftbo 
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FKBMKNTED LIQUOBS. 

Before oommencing business, every brewer is required 
to file with the collector of his district a notice of such 
intentiotti as well as a description of the premises em- 
plojed, and to execute a bond in a sum equal to three 
times the amount of the tax, which, in the opinion of 
the collector, the brewer will be liable to pay during a 
month, conditioned upon the faithful execution of the 
law, and the payment of the tax upon his product. He 
is further required to render to the collector monthly a 
rerified statement of the operations of his brewery, the 
amount of beer produced and sold, and to keep his 
books open at all times to the insjiection of the govem- 






The same careful scrutiny and supervision provided 
in the case of distilled spirits has been found to be need- 
less in the case of the tax on fermented liquors, which 
is largely self assessed. Stam^M are used as in other 
rabjects,' but the brewer is i)ermitted to affix them him- 
self. But in order to prevent their rc-use they are re- 
quired to be placed over the spigot hole on the head of 
every barrel upon sale or removal from the warehouse, 
which stamp shall be destroyed by driving a faucet 
throng the same, and cancelled by writing across the 
fMO of the stamp the name of the person by whom 
•aeh liquor was made, as well as the date when can* 
eelled. 

Severe penalties are imposed upon manufacturers or 
dealers for failure to comply with these requirements. 



1 TiM Ael ef Jal J 13, 1S08, provkM for this chMigo. 



TOBACCO, CIOABSi AKD SKUFF. 

In the collection of the tax upon tobacco in its vari- 
ous forms, the government depends almost wholly upon 
the use of stamps as a prevention of fraudulent produo- 
tion. This method was first introduced in 1868, at the 
instance of the manufacturers themselves; and it has 
proven most efficient as a means for the detection of 
false returns. Before commencing manufacture, every 
producer is required to furnish to the collector of the 
district a verified statement of the location of his busi- 
ness, the number of machines used, quality of tobacco 
produced, etc., and to furnish bond in amount ranging 
from 92,000 to 920,000, conditioned that he will not 
attempt to defraud the government in the payment of 
the tax, and that he will make due return of all his pro- 
cesses, and will properly stamp all his output Failure 
to comply with these preliminary requirements renders 
the manufacturer liable in amounts ranging from 9100 
to 95,000, and impris<mment In the conduct of his 
business the manufacturer is subject to the same restrio- 
tions as in the case of the production of malt and dis- 
tilled liquors; he must place a conspicuous sign upon 
his premises, take an annual inventory of all stock on 
hand, and keep an itemized account of all the operations 
of his business, recording all tobacco purchased by him, 
as well as the amount removed for consumption and sale, 
or transferred in bond, and must make a verified return 
of the same monthly to the collector, subject to severe 
penalties in case of failure. Further stipulations are 
imposed in the directions for packing and shipping 
tobacco, the manufacturer being required to mtt up his 
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product in certain prescribed packages, and to stamp the 
•amey and print theieon the manufacturer's name and 
place of manufacture, the registered number of the fac- 
tory, and the weight of the contents of the package. 
And if any person receives for sale tobacco which has 
not been properly stamped and branded, he shall be held 
liable in serere penalties in a like manner. The provis- 
ions are the same in regard to the manufacture and sale 
of oigait. 

OLEOMAROARIXE AND Ol'IUM. 

As the duties upon oleomargarine and opium are pro- 
fessedly protective and sumptuary, and not designed as 
rerenoe measures, consideration of them has been de- 
ferred to the present chapter. The measure imposing a 
daty on oleomargarine was passed in 1880,^ in response 
to the existing sentiment against its use- and the de- 
mands of the agricultural interests ; and the measure has 
been the precursor of kindred acts in nearly all of the 
States, which have quite effectually stopped its use. 
The rate of the tax is two cents per pound, or frao- 
tkm thereof, while special license charges are imposed 
upon manufacturers of $600, upon wholesale dealers of 
9480, and upon retail dealers of 948. 

In the assessment and collection of the duty the same 
minute regulations regarding registration, bond, the keep- 
ing of books, and returns to the collector, are provided 
as in other subjects ; while the product must be packed, 
faraadcd, and stamped according to the directions of the 
department Like provisions apply to the manufacture 

1 Act of Aag. % 



of opium for smoking purposes, the rate of tax being 
ten dollars per pound.* The recent measure of Aug. 
24, 1894, in so far as it related to the taxation of play- 
ing-cards, adapted the stamp and registration system to 
this subject.* 

The collections on behalf of the duties on oleomarga- 
rine and opium are as follows : — 



1887 


$723AMS 


1802 


•1,200,330 


1888 


SGI.UO 


1808 


1,070,014 


1880 


Sf>l,MS 


1804 


1,723,4S0 


1800 


780»2M 


1805 


M00,211 


1801 


1,007,024 







•7U0 



410 



• • 



COST OP COLLECTION. 

Early experience, as well as the prevailing opinion 
at the outbreak of the war, inclined to the belief that 
taxes from inland sources would be so costly of collec- 
tion as to be of doubtful availability. If a tax signally 
fail in this respect, it is not easily defensible ; and, while 
every indirect tax is more or less cumulative in its 
nature, still, in so far as the initial cost of collection 
is concerned, it may be contended that the excise taxes 
have proven to be the most economical of duties. Xn, 
this res];)ect they stand pre-eminent, for neither the cus- 
toms revenue nor the States' systems return receipts 
to the public treasury at so slight a charge as does 
the federal excise. 

During the period from 1812 to 1816 the charges 

I Act ol Oct. 1, isoo. 

* For ozitUng Uwt reUUrv to Internal rereirae doparlmaiit Mid 
iho SMMunent and ooUoetlon o( iho MTonU Uxm, mo Rorlnd Stal- 
mtsf of tho United States. 
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for eoUectioD ranged from 7.8 to 4.8 per cent, and at 
the organization of the department of internal revenue 
in 18C2 it was estimated that the cost of collecting the 
excise tax would considerably exceed the customs. From 
the wide expanse of territory, the almost infinite num- 
ber of taxable articles, the untrained condition of the 
senrice, it was variously estimated during the pendency 
of the first internal revenue measure in the Thirty-sev- 
enth Congress that the charges for collection would bo 
from seven to twelve per cent ; and it was freely con- 
tended that the excise proper could not reach the Treas- 
ury for less than fifteen or twenty per cent of its 
amount Experience soon demonstrated the falsity 
of these predictions; for many of the taxes, such as 
licensesi stamp-duties, and the taxes on corporations, 
cost comparatively little and were highly productive; 
while the income tax, which returned nearly eleven 
per cent of the entire revenue collected from inland 
•ooxecs, was likewise an inexpensive ono to collect 

Daring the first year's operation of the system, the 
reeeipts were comparatively light, — but little over forty- 
one millions, — while the expenditures consequent upon 
the inauguration of a new system were necessarily 
heavy. As the collections gradually increased, how- 
ever, from 1863 to 1866, in which latter year they 
attained the sum of three hundred and ten millions, 
the charges for administration gradually diminished, 
vntil, daring the latter fiscal year, they were reduced to 
one-half of what they had been in 1863. 

The percentage cost of collection during this period, 
and the gross receipts from internal revenues, were as 
follows : — » 
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At the present time the reeeipts from this source ate 
returned to the public coffers at an expense of less than 
throe per cent,* the customs costing somewhat more than 
that amount 



> In 1S09 the pereenUiee eosi or eolloetion was 141 per 
ISOA, S.70 per cmI; sad in 18B5, 2.SS per eent. 
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CHAPTER VIII. 



AL TAXATIOH UNDSB 

1870-1805. 



FBA.OB OOVDinOHSt 



Br 1870 the country had in large part adjusted 
itself to the changed economic and industrial conditions, 
the echoes of the war were slowly being lost in the 
gathering hum of the enlarged industrial development 
vpoti which the country was entering, while an era of 
unparalleled railway construction was rapidly converting 
the distracted energies of the South and the hidden re- 
ioaroes of the great West into richness and abundance. 

The population of the United States at this time 
numbered 38,558,371. The national debt amounted to 
93,480,672,427, or $64 per capita, a reduction since 
1865 of 9363,077, IJK), at the average annual rate of 
972,795,430. The annual interest charge thereon was 
9118,784,060.> 

Before entering upon a consideration of the modifica- 
tions introduced into the internal revenue system during 
the last quarter of a century, it may not be out of place 
to contemplate for a moment the changes which have 
eome over budgetary management during the period. 
A» has bera frequently remarked, the growth of con- 
8litotional government has been accompanied by a phe- 

I The taltfMl eluwfe of Uie Mii k vmy vsrUble, owinf to tho 
Mhmilmg ops tsUoas . In 1S09 the interest clisrgo bad beta rsdvoed 
•o OM-iflh its iiM io 1S71, sltboofh the principal of the dobt bad 
tsinesA bat liUlo over ooa-third. 
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nomenal increase in expenditure. In America this 
tendency has manifested itself in river and harbor 
improvements, the erection of public buildingSy the 
advancement of science and education, in pension legia- 
lation, Indian appropriations, and the creation of a 
naval establishment; and, in fact, in every line of gov- 
ernmental activity. This increase in expenditure forms 
the peculiar feature of the period we are about to con- 
sider. How marked this change lias been in the attitude 
of the nation towanl itself, and the proper constitu- 
tional sphere of federal activity, is apparent from an 
examination of the expenditures for the two fiscal years, 
1860 and 1870. The disbursemenU are as follows : — 

• 

^ 18SS lS7e 

^•' •16,472.203 $S7jKa/rT$ 

^^▼7 11,514,010 31,7S0,23e 

I"dl«w 2,901,121 3,4a7.n3S 

Pentionf M00,S02 26,540,202 

Miteenaneooi 27,0r7,11TS Sa,2gy,4fll 

Net ordinsry oxpoiMlitafe . fiiO/X{G,7S2 •164,421,000 

^^'»««>«^ 13454^230 »),2M.2SS 

f«">^"»« 1S,00GA» 

^^^^^ 3,144,120 12n,2a5,4f1S 

Total expend ituro .... •77,0Sri,120 •7Q2,g07,SI0 

The increase in cxijondituro for the first five items if 
over one hundred millions. While the iwpulation in* 
creased twenty-two and six-tcnths per cent, the ex- 
lienditure of the country increased one hundred and 
scveuty.three per cent; and if we add to this the dis- 
bursements incident to the war debt, we find the an- 
nnal expenditures nearly decuplcfl. 

Previous to 1860, as we have seen, the excise liad 
been viewed as a sort of fis6al reserve, only to be 
brought into action in case of urgent necessity ; but al 
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the termiiiation of the Civil War, in vie\^ of the burden 
of indebtedness which it had entailed, it became appar- 
ent that the earlier resources were no longer adequate 
to satisfy the larger fiscal needs of the country. The 
war had, moreover, induced a more generous view of the 
Constitution, and the conservative hostility which had 
prevented the utilization of federal powers during the 
long tenure of the Democratic party no longer existed ; 
while the subsequent inclination of the government to 
engage in all sorts of exjienditure for various internal 
purposes rendered the utilization of inland sources as a 
portion of the permanent fiscal service a necessity. The 
reduction in expenditure between the years 18CG and 1870 
rendered it possible to dispense with nearly all the extraor- 
dinary war taxes, and to concentrate the system upon 
tlie broad and elastic basis of consumption. The income 
tax was retained until 1872, as were the bank taxes, and 
•averal unimportant duties on manufactured products. In 
1870 the receipts from these sources were as follows : — 

Bplrits fKJSSlJBOOAB 

Totaooo 31,350,707.SS 

Fementad liqaoTB 6,310,120.00 

Baokt Mid baakeis 4,410,011.13 

Gras fMSlpIs 6,304,700.00 

3,337,304.07 

0/120,000.30 

• • • 37,770,373.63 

Lcgsdei 1/172,033.03 

Bvcecttlofis ],410,243JI7 

Articles hi sehedttle A 007,443X0 

TmmportM 22,706.00 

Om 3,31.%417.37 

8o«rees nol sliiewbeie envmenitad • 728,100.30 

Fuwlltw 337,004.72 

AihtsiTe slM|« 16/^44,0*3.00 

VoTAL •130,330,307.07 
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The suitableness of distilled and malt liquofs and 
tobacco for taxation is recognized by nearly every civil- 
ized country, and it is the uniform practice of European 
governments to derive from them the largest possible 
revenue consistent with efficiency of administration. Of 
well-nigh universal consumption as they are, SiOcially 
harmful in their effects, and non-essential to the comfort 
and well-being of a people, the payment of the taxes 
upon whiskey, beer, and tobacco may be viewed as a 
sum abstracted from the surplus fund of individual in« 
come. Furthermore, such taxes are but little obstruc- 
tive of industrial freedom, and there is no evidence that 
even the highest rate imposed has ever proven produc- 
tive of any very general discontent From the mass of 
the people the cry for free whiskey and free tobacco 
meets no answering response ; and in the past such agi- 
tation has been largely of a political character, for the 
purpose of distracting attention from an increase in the 
tariff rates, or an attempt to reduoe a possible surplus 
in the Treasury. 

Since 1868 the history of the taxation of these sub- 
jects has been quite uneventfuL The reduction of the 
rate on distilled spirits to fifty cents a gallon ' w.as ac- 
eompanied with results most phenomenal. It is possibly 
too much to ascribe the subsequent increase in the reve- 
nues and inq>rovement in their collection wholly to the 
reduction of the rates ; for changes in the method of ad- 
ministration were also introduced, which greatly simpli- 
fied collections, and rendered etiision by the ordinary 
methods well-nigh impossible. •Since this time all 
taxes, specific, ad valorem, and license, have been eol- 

1 Qy Ael of Jul/ 30, 1303. 



as 



THE IHTERSAL BKVENUE SYSTEM 



keted by means of stamps, affixed to the packages cou- 
tuning tbe oommodity or displayed in the place of 
Imsiiiesi. The specific tax of fifty cents on whiskeyi 
with the subsidiary capacity tax, remained in force 
from Jnlyi 1868, to August, 1872, during which period 
the tax was assessed upon an average production of 
67,000,000 gallons, which yielded an average annual 
fevenue of $34,000,000, indicating an average annual 
per capita consumption of 1.65 gallons. 

By the same Act the rates upon manufactured tobacco 
and dgars were placed as follows : — 

fliiaff • • • • topper pound. 

CiMwiBf tad oibw lobsoeo prapMed Vj luuid, M ** 

BomUds tobsoeo 16 «« 

dfiis 6.00 per 1000. 

iM " 



Alterations were also made in the method of assess- 
ment Instead of the tax being collected after removal 
from the place of manufacture and sale, the duty from 
this time on was prepaid by means of soluble stamps,' 
placed upon the package at the place of manufacture. 
Goods wero required to be placed in certain forms of 
packages, which were to indicate the manufacturers' 
aame, place of manufacture, trade-mark, contents and 
weight of package, etc Itemized returns were also 
required from the producer in regard to his business. . 
Failuro to comiily with these requirements rendered tlie 
producer liable to licavy penalties, as did any attemi»t 
to place untaxed goods on the market by a dealer. I)y 
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the same Act existing taxes on mineral or illuminating 
oils and refined petroleum were ro^jealed. 

The revenues from tobacco immediately responded to 
the diaiige. In 1868 the receipts were $18,729,000* In 
1869 they rose to $23,430,707, a gain of four and three- 
quarter millions. Again, in 1870 they increased to 
$31,350,707, and in 1871 to $33,578,907. Fraudulent 
evasion of the tax was greatly diminished. Some little 
loss did occur through the refilling and re-use of stamped 
packages, and the improper classification of manufac- 
tured tobacco. It was easily possible for producers to 
take advantage of the difference of rates on chewing and 
smoking tobacco to place the former on the market at 
rates applicable only to the latter; and it was difficult to 
impute or prove fraud, or to correct the evil, save by a 
uniform rate, which change was later adopted. 

But, despite the gratifying showing of the rovenuJBS, 
agitation was soon renewed for change. The profits 
previously secured by speculators and producers from 
legislative changes were too sweet to be willingly relin- 
quished ; and Congress was not deaf to the proposals for 
an increase of duties, by which gains wero legislated 
into the pockets of speculators by increasing the rate 
without rendering it applicable to stock in bond. At 
the same time temperance agitators, who viewed a high 
rate on whiskey and tobacco as advisable on sumptuary 
grounds, advocated an increase in the duties, thinking it 
would serve as a deterrent to their use. In 1872, in 
response to this pressure, the rate uiwn whiskey was 
changed from the mixed one then prevailing, the barrel 
and capacity tax being repealed, while the spooific rate 
was increased by twenty cents or to seventy cents per 
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giUon. The change was largely an administrative one, 
as the sereral duties then prevailing had aggregated be- 
tween sixty-five and seventy cents per gallon* 

By the same measure all manufactured tobacco, what- 
ever its value or use, was rendered dutiable at a uniform 
rate, the duty up to 1875 being twenty cents per pound.^ 
While this was equivalent to a reduction of six cents 
per pound| or of 22^ per cent on the average rate for the 
two preceding years, the diminution in receipts from 
tobacco for the year 1873 was but little over one million 
dollarsi while the increase in tax-paid production was 
over nineteen and one-half million poundsi a result trace- 
able in large part to the fact that unmanufactured to- 
bacco under the new law was taxed at substantially the 
same rate as the manufactured article, whereas it had 
formerly bera practically exempt 

These changes were uniformly in the lino of im- 
provement; for while it is to be acknowledged that 
there is some injustice in the taxation of any article 
like tobacco^ whose value varies so widely, at a uniform 
imte, experience has shown that assessments are likely 
to be so arbitrary that a specific rate is preferable to an 
ad valorem one, for the latter offers great opportuni- 
ties for fraudulent practice, false swearing, and compli- 
cations in valuation. 

Again, in 1876, the rate on spirits was advanced to 
mnety cents per gallon, where it remained unaltered 
mntil 1894. In the taxation of the latter article the ex- 
perience of these years is marked by phenomena similar 
to those of the war, although less monstrous, and brought 
to oflkials high in the government service. It 
* WIms II WM ftgala ineresseil to iweni/-rmur eenU per poand. 
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is not true, however, as is frequently asserted, that the 
frauds disclosed In 1875 were due to the increase in 
the rates ; for, although discovered immediately after the 
passage of the Act of that year, they were traceable 
to complicity and conspiracy of officials, and had been in 
existence for many years previous to the change. That 
the increase of the rate to ninety centb was a source of 
gain to speculators there is no doubt, for the new duty 
was not made operative on stock in bond. During the 
three months previous to the date when the increased 
rate went into operation, there was made and stored 
sufficient spirits to cause a loss to the revenues of 
$1,400,000. This loss was but temporary, however ; and 
from this time on down to the present day the revenues 
from this source have steadily increased in amount^ and 
there is no reason to suppose that the tax was not as 
universally collected as under the earlier and lower rate. 
With the general revival of trade which set in during 
the years immediately preceding 1880, the receipts from 
the several sources of internal revenue manifest a marked 
improvement Beginning with 1878, they increase from 
$110,000,000 in that year to $124,000,000 in 1880, to 
$135,000,000 in 1881, and to $146,500,000 for the fiscal 
year 1882. At this time there remained, as a heritage 
of the war, taxes upon the following subjects, which 
produced for the fiscal year 1882 the following sums : — 

Friction tnntoliM $A,'Sr2JS3M0 

Patotil medioliiei, perfamory, ole. « . . . \^%JSmJiC 

nank oliookt 2^\^Vi:^.U 

naiikd^poniU 4,Oa7.70t.W 

fikiriiic».liatik cleposlUi SS,400.47 

lUiik oaplUl l,l.'M;)IO.sr 

8svin0»^k OAplUl 14,?JP^1S 

•ISfSlS^l^ 
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At the same time taxes were collected by the Treas- 
urer of the United. States from national banks as fol- 
lows: — 

On BAUomU-bank deiKMlUi |5^21,(K!7.47 

** BaUonaMNUik eapkal 437,774.110 

Collectloat from otttioiial bunk! •6»90OJO3.S7 

making a total collection of $18,777,983.77. 

As early as 1880 the Ck>mrai8sioner of Internal Bev- 
enne had advised the repeal of all these taxes, and reit- 
erated his suggestion two years later,^ when he further 
adrocated an abatement of forty per cent in the special 
lieense charges then existing upon rcctifiersi wholesale 
and retail liquor dealers, and tobacconists, from which 
an additional reduction in the revenues of three million 
dollars was expected. 

The act of March, 1879, had reduced the rate on 
manufactured tobacco by one-third, or from twenty- 
four to sixteen cents per pound; and a corresponding 
reduetioo in the rate on cigars would cause a further 
diminution in the revenues of 96,746,000, which the 
commissioner also recommended. 

These suggestions were substantially followed * in the 
abolition of all adhesive stamps imposed on matches, 
proprietary medicines, perfumes, and bank checks, the 
abatement taking effect July 1, 1883. The duties on 
bank deposits and capital ceased at the beginning of the 
same calemlar year ; while the rates on tobacco in all its 
forms, as well as the special license taxes, were reduced 
fifty per cent The loss to the revenue from these com- 



I 



UNDER PEACE CONDITIONS. 



228 



bined abatements was variously estimated at from forty 
to forty-five millions, including the $6,000,000 oollected 
from national banks by^ the treasurer. The loss fell much 
short of this estimate, however, the total decrease for 
1884 being loss than $23,000,000, a considerable gain 
being manifest in spirits and other sources. The chief 
loss lay in tobacco, from which the receipts fell from 
$47,391,000 in 1882, and $42,104,000 in 1883, to $26,- 
062,000 in 1884. Inasmuch as the collections of 1882 
wore made under the old rate entirely, and those of 1884 
wholly under the new one, it shows a falling off of 
$21,229,000, or nearly forty-five per cent When it is 
borne in mind that population was increasing at the rate 
of one and a quarter millions per }'oar, it would seem to 
indicate that the consumption of tobacco was but little 
affected by the tax-rate ; for the increase in annual con- 
sumption after the reduced rate, as indicated by removal 
from bond, wo^ but three and one-half million pounds, 
the total withdrawals being less than the average quan- 
tity withdrawn for several preceding years at double 
the rates. At the same time a perceptible increase in 
the number of firms engaged in tobacco manufacture was 
remarked,^ a fact which seems to indicate the tendency 
of a high tax-rate to concentrate the business into a few 
hands. 

In 1890 another reduction of twenty-five per cent was 

made in the rates upon snuff, chewing and smoking 

tobacoo, while all special license taxes upon the sale of 

tobacco were repealed.* 

The total receipts from tobaooo in all its forms for 



» B«|mri ON FliMiiceft, 1882, p. 78. « Acl of March 3, 18S3. 
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2803 ven aboat 832,000,000, a. sum wliich would luivo 
approximated $00,000,000 had tlio taxes existing in 
1882 been allowed to remain unchanged. Fot tho same 
year, the per capita rcrenue collected in tho United 
States from this subject vat but forty-eight cents, aa 
against ninety cents in 1882, and as opposed to $1.71 
in Fnwo^ and 91.u0 in Great Britain. Manifestly 
the rerenoes from this source are suscoptible of increase. 
In recent years the growth in the con8umi>tion of to- 
bacco has been phenomenal. In 1893 the per capita 
eonsumption of smoking and chewing tobacco was four 
pounds, while the number of cigars and cheroots re- 
tttmed for taxation was 4,548,799,417. As compared 
with other countries, the consumption of tobacco in 
America is about two and a half times as great as in 
Ki^and and France, slightly in excess of that of Hol- 
land and Belgium, and somewhat less than that of 
Gennany. 

The tax upon malt liquors has remained praotioally 
nnohanged since tlw organisation of the system in 1862, 
samely, at S1.00 per barrel of 31 gallons.' 

The following tables exhibit in detail the rosults of 
the ezperienoe which baa been portrayed in the past 
ehapter, showing, for distilled spirits i' — 

* la isn veeUl Ueenae and spaalflo tazN warn fanpossd en Uw 
■Mnlsetan sad nlvotoleoniBiKsriBe I bat,uUiawaatiMW«npm. 
tacUve la ehanci«r, Uia rerena* [mIutm beinf meraljr InelilenUl, 
Umt h>v« 'tmt bMM MMldtrad In datell In the i«st of ttia aM*r. 

■ ThMS taMM •■• taken (ram Letter ol Hon. Darld A. Weill to 
H€a.JehaJ.O.C«llile,Bm)ntw7o(TraMnr7, JBlfS, ISOS, pnbllihed 
laB«pert«IS«Mtafro(TfMumir,ia0a,p.lloO. Tlwrwen p(«pH«d 
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A nmflar table for fermented liquors and toboooo 
•boirs ae follows :«-* 
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For upwards of a decade prerious to 1803| Anericai 
' in the folness of her resourcesi presented to the world 
of finance the unique and almost isolated spectacle of a 
nation with revenues so redundant as almost to defy ex* 
penditnre or exiiaustion ; of successive administrations 
whose efforts were cireotedi not in devising means hj 
which revenues could be collected with the least possible 
friction and inequality, but rather in spending almost 
unwelcome revenuesi in order that their collection might 
be continued; and of a party in power, to whom the 
taxing machinery was an engine to be employed prima* 
rily for the support of an industrial policy, rather than 
for supplying the legitimate demands of the state. 

The fruition of this policy was a deficit in the Treas- 
ury. Kot only has the expenditure imposed by recent 
Congresses been in excess of current revenues, but the 
party called into power in 1802, after many years of 
opposition, has carried into effect a policy of tariff 
revision which has greatly increased the deficiency. It 
is to be admitted tliat such a reduction in the rates as 
has been effected by recent legislation may eventually 
lead to the opposite result; for our exjierience during 
the reduction of the revenue system subsequent to the 
war sIk>ws that an increase in the revenues is often 
most surely obtained by a diminution of the charges, 
especially those which bear upon consumptbiL ■ 

English experienoe displays this apparent paradox 
even more strikingly than does our own. In 1842^ 
when Robert Peel, by one of those transcendent strokes 
of genius which characterized his public life, undertook 
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the lefonn of the revenue sysienii the budget had for 
aeveral years shown a deficit. From 1837 to 1842 the 
annual expenditure had exceeded the revenues by nearly 
forty million dollars. The trouble had become chronic ; 
and the remedy applied had been to increase the rates, 
with the uniform result that the revenues diminished 
rather than increased. With the reforms inaugurated 
by Peel, however, which were looked upon as chimer- 
ical in the extreme, the receipts began to recover, and 
from that time down to the later modifications of the 
revenues manifested a steady and continuous increase. 

The same results may follow the modifications in 
fates introduced by the Democratic party; but for 
some years a deficiency may be expected. 

Shortly after its advent to power in 1803, the new 
administration found itself confronted with an unfore- 
seen commercial depression, which caused a further 
marked reduction in receipts, traceable to diminished 
demand for taxable commodities. For upwards of two 
years now the Treasury has been confronted with an 
actual or approximate deficiency. Expenditures have 
not been greatly diminished, while the customs and 
internal revenue receipts have shown a marked falling 
ofE. In the report of the Treasury Department for 
1893 the estimated shortage for the fiscal year 1894 
was placed at twenty-eight millions. As a matter of 
fwt» it was much more than this ; and even at the pres- 
ent time, with the assistance of the measures extorted 
from the reluctant Fifty-third Congress, these revenues 
•how bat slight tendency to improve. 

This eondition of affiurs has been viewed as but tem- 
poiaiy, and traoeable to the existing suspension of trade 
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and general stagnation of industry, which a revival of 
business may be depended upon to rectify. But the 
improvement has not come. Moreover, it is impossible 
to calculate, with any degree of exactitude, on the 
effects of a depression upon the revenues j for our ex* 
perience during the decade subsequent to the crisis of 
1873 shows that a depression may make its influence 
manifest for years after the stringency itself has passed 
away. 

This deficiency, together with the reorganization of 
the tariff charges, rendered recourse to other souices 
necessary; and the problem proved a knotty one for 
solution. Two avenues of relief lay open. Either new 
taxes, as the income, corporation, stamp, or license du- 
ties, might be reiroposed, or the rates upon those objects 
already upon the schedule, as whiskey, malt liquors, 
and tobacco, might be increased. Experience has demon- 
strated that the best fiscal policy always advises that 
taxation should be so devised as to allow the krgest 
possible freedom to the individual and the greatest 
liberty to industry, and tliat this is best attained by 
a concentration of the excise upon the smallest number 
of objects consistent with efficiency of administration. 
Our experience since the war has led to well-nigh uni- 
versal approval of the taxes upon whiskey, malt liquors, 
and tobacco; and few will oontend that the rates upon 
these subjects are as high as they will bear. The tax 
upon tobacco has been repeatedly reduced, and is now 
lower than in almost any other country, while the duty 
upon malt liquors is but twenty per cent ad valorem, or 
about one-fifth of a cent per glass. As regards distilled 
spirits, Mr. Wells has maintabed that the old rajbe (90 
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cents per gallon) iras the maximnm one which could 
profitably bo imposed, and 8npix>rtcd this contention by 
refetence to the humiliating experience during the years 
extending from 18C4 to 18G8, when the 92.00 rate ob- 
tained. But the conditions of production, as well as of 
administration, have changed radically since that time. 
Ko longer is the service raw and untrained. Officials 
hare become familiar with the laws. Alterations are 
made but infrequently, and the means for the detection 
of fnuid and illegal distillation hare greatly improved. 
Uoreorer, the recent organization and successful conduct 
of the 80M»lled <' whiskey trust " places in the employ 
of the goremment a most effective agency for the pre- 
rention of illicit distillation ; for it is manifestly to the 
interest of this combination to prevent illicit distilla- 
tion rather than encourage it, while the eventual result 
of this concentration of the business into a few hands 
will be to localize it, and render the collection of the tax 
a simple matter. The area of illicit production is now 
confined within the mountainous districts of the South, 
where the output is comparatively small, and does not 
enter into the general market Furthermore, the capa- 
city of these '< moonshine " stills is inconsiderable, and 
the quality of the article produced inferior, so that there 
is ItUle danger of it entering into competition with the 
tax-paid whiskey. 

It was therefore believed that the rate upon distilled 
spirits could be materially increased without loss in the 
quantity returned, while the revenues would be increased 
by many millions of dollars. Such was the plan of 
the Secretary of the Treasury, who recommended, in his 
irst a&mia] report^ that the deficiency then existing and 
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thereafter to exist be met by an increase of the rate 
upon this subject from ninety cents to one dollar per 
gallon ; that the duties upon cigars and cigarettes be ad* 
vanced ; and that new taxes be imposed upon pUying- 
cards, cosmetics, perfumeries, legacies, and successions ; 
and that a duty of two per cent be placed upon all 
incomes derived from investments in the stocks and 
bonds of private corporations and joint-stock compa- 
nies.' From these combined sources he felt that an in- 
crease of fifty millions of dollars would accrue to the 
Treasury in 1895. 

In support of his proposal for an income tax, he very 
truly says : *' It is a generally recognized fact that a^i- 
tal in the form of money, bonds, and other evidences of 
debt, does not usually, by reason of its intangible and 
transitory nature, bear its due proportion of the burdens 
of taxation under the revenue laws of the several States 
and municipalities, as compared with real estate and 
visible personal property; and while no discrimination 
should be made against it, whether it be represented 
by corporate or other investments, there appears to be 
no good reason why the contributions for the support of 
the public service generally should not be equalised 
as nearly as possible by including this kind of property 
in the federal revenue system."' 

The proposal of the secretary contemplated an in- 
direct income tax ; and by tliis plan many of the more 
objectionable features of that tax would be eliminated, 
for the individual citizen would be relieved from the 
personal visits of the assessor, while the possibilities of 
evasion would be diminished. By this arrangement all 

» Bepori on FlMuioe, ISQS, p. S2. • iWrf., p. S3. 
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taxes would have been collected by means of stoppage 
at the source^ the corporations deducting the tax before 
diridends were announced. The duty falls upon the 
eventual payer just the same as if collected from him in 
persoui without the necessity of that scrutiny into his 
prirate affairs which seems to be inseparable from the 
income tax. During the war this form of collection was 
applied to a large class of corporations, and in the fiscal 
year 1866 orer forty per cent of the income tax was 
turned into the Treasury through the instrumentality of 
such corporations. With it extended to all dividend- 
paying companies, even with the rate at two per cent, it 
is not too much to believe that the yield would have 
exceeded the estimate of the secretory, who thought it 
capable of producing thirty millions of dollars. 

But Congress acceded to the report in part only. 
As to the propriety of increasing the rate upon distilled 
spirits, there was but little diversity of opinion ; but the 
proposals for the rehabilitation of the income tax aroused 
the most bitter opposition, and its fate for a long time 
hung in the balance. The deficiency for the fiscal year 
1894 amounted to over forty-three millions, instead of 
twenty-eight millions as estimated by the secretary ; and 
it was soon demonstrated that this sum would be nearly 
doubled ere the close of the calendar year. Moreover, 
the proposed revision of the tariff was expected to re- 
duee the revenues to the extent of seven ty-five millions 
more. So much of this deficiency as was but temporary 
was to be met by loans ; but the Committee of Ways and 
lleansy in its report to the House, approved of the reo- 
MBmendations of the secretary in so far as they related 
to distilled spirits, playing-cards, and incomes, except 









UNDER PEACE CONDITIONS. 



288 



that the tax upon incomes was to be collected from 
individuals as well as corporations.^ 

In Congress the debate upon the proposed measure 
wore on for over seven months, and its fate for a long 
time was a matter of conjecture ; and eventually it be- 
came a law without the signature of the President, wh6 
objected to the tariff schedule.' 

The provisions of tlie measure relating to incomes 
were modelled upon the later war legislation. They pro- 
vided tliat the tax should be first assessed on or before 
the first Monday in March, 1895, computed on the in- 
comes received during the year 1894. The duration of 
the measure was limited to five years. All persons hav- 
ing an income in excess of thirty-five hundred dollars 
were required to make a verified return to the collector, 
as were all persons acting in a fiduciary capacity ; and in 
estimating the income of any person for this purpose 
there was to be included : (1) all interest received upon 
stocks, bonds, and other securities, save such bonds of 
the United States as were exempt from federal taxation ; 
(2) all profits realized witliin tlie year from sales of real 
estate purchased within two years previous to the close 
of the year for wliich income is estimated ; (3) interest 
received or accrued u^ion evidences of indebtedness, 
whether ^xiid or not, if good and collectable; (4) the 
amount of all premium on bonds, stocks, etc. ; (5) the 
amount of sales of live stock, sugar, cotton, wool, butter, 
cheese, pork, beef, mutton, or other meats, hay and 
grain, or other vegetable, or other productions, being the 

• 

> See report of oommlttoe, Flfty-iliM Cmgnm, 
Hovse of RoprMOffitlrefi, No. 270. 
• Ad of A«c. 8S, ISDI. 
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produce of the estate, less the amount expended in the 
raising or purchase of such produce, as well as any part 
eonsumed directly by the family; (6) money, and the 
Talue of all personal proi)erty acquired by gift or inher- 
itance ; (7) all other gains, profits, and income from any 
source whatsoever, except so much as has been already 
taxed through the disbursing officer of the government 
or of a private corporation. In computing such returns, 
however, tlie following deductions were also permitted 
in addition to the minimum exemption of four thousand 
dollars: (1) the necessary ex])cnscs actually incurred in 
carrying on any business, occupation, or profession ; (2) 
all interest due or jxiid within the year on existing in- 
debtedness ; (3) all national. State, county, school, and 
municipal taxes ; (4) losses actually sustained during 
the year incurred in trade, or arising from fires,, storms, 
or shipwreck, and not compensated for by insurance or 
otherwise; (6) debts ascertained to bo worthless. No 
deductions were iiermitted for expenditures for improve- 
ments. In case the taxable neglected or refused to 
make such return, the collector was authorized to make 
up a list from the best inform«ition available, and to add 
thereto fifty per cent as a penalty, and in case of fraud- 
ulent return, one hundred per cent. Appeal therefrom 
was permitted to the collector of the district, and from 

• 

kim to the Commissioner of Internal Revenue. 

The principle of stoppage at the source was more 
widely extended in this measure than ever before; and 
all banksy trust companies, saving institutions ; fire, ma* 
rine, life, and other insurance companies; railroads; 
eaaal, iompikay telephonci telegraph, express, electrio- 
li^itisg^ gas, water, street railway, companies ; as well 
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as all other corporations or associations doing business 
for profit in the United States, no matter how created 
or organized (but not including partnerships),^-^ were 
directed to deduct the tax of two per cent upon all 
profits and net incomea.before the payment of tlie same 
to stockholders or aifUffo^xa made to surplus. And net 
profits for the purp^kef estimating the tax were to 
include any amounts 'jpti to stockholders, or carried 
to the account of anjr fund, or used for improvements 
or other investments.' Tlio same principle was applied 
to federal salaries in excess of $4,000, as well as any 
salaries paid by private corporations to their employees 
in e • JSB of that suul 

1 46 Act departed from earlier legislation in yet an- 
other and very important particular ; for it forbade under 
heavy penalties the divulgement by the officers of the 
revenue of the incomes, losses, or returns of any taxable, 
whether a private corporation or an individual 

All returns were to be listed u]x>n blanks provided 
for the purpose, on or before the first Monday in ^larch, 
and were to be paid before the first day of July of each 
year. 

The law doubtless contained many imperfections, and 
in many places was so worded as to cause irritation to 
the payer, and to open wide the door for evasion, fraud, 
and false swearing. It reposed great powers, moreover, 
in a politically appointed service. These imperfections 



1 The Act tpedScsUjT ezempted all orgMiixatioiis ol a reUfkma, 
ehariubla, or edneaticmal elianieter, fnitemul m beneSelAl oHera, 
baildins mkI Iom aatoeUliom, and ■arlnfu-bankt and biMranet ocna* 
panlM or a •Irieiljr matual ehaiaetor. Kor did II appljr to Btoto^ 
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were ptrtieularly noticeable in the deductions allowed. 
For instance, as to what are '< necessary expenses in- 
cnrred in carrying on business/' ^* losses actually sus- 
tained during the year/' <' debts ascertained to be 
worthless," there lay a possibility of wide divergence 
of opinion. The provision that corporations should 
deduct the tax from the salaries of their employees 
was absolute, notwithstanding the fact that they might 
have been entitled to deductions which would bring 
their incomes below $4,000. Cori)orations were like- 
wise compelled to \}ay the tax uiH)n their net earnings, 
irrespective of whether the recipient of the dividends 
had an income of $4.00 or $40,000. Moreover, the 
collector was granted the widest latitude and most 
unusual powers. He was empowered to pass upon in« 
terest due and payable; to increase the return of the 
individual, subject, however, to appeal; and to make 
up a taxable's income from the best information avail- 
able. Theso but indicate some of the difRcuIties which 
would have beset the administration of the measure, 
as well as the individual honestly desirous of making a 
fair return. Had we a trained service, these objections 
would lose much of their seriousness; but, with eoU 
lectors appointed for partisan service rather than merit, 
there is reason to believe that this power would have 
become a means of unjust discrimination. It certainly 
offered great opportunities for corrupt collusion with tax- 
payers. 

But tliese objeetions were but incidontali and easily 
eorrected. Was the tax defensible on brood grounds 
of public policy, justice, and expediency, or did it so 
eoDtravene the American spirit as to be untenable? 
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The desire to disguise taxes seems to inhere in demoo- 
racy and government by party, and leads to the choice 
of indirect taxes rather than direct ones, whose inci- 
dence is more palpable, and which induce irritation and 
party strife. At the present time the annual taxes col- 
lected for federal purposes approximate $313,000,000. 
Of this sum over $152,000,000 is derived from cus- 
toms receipts, over $143,000,000 from internal reve- 
nue, and about $18,000,000 from other miscellaneous 
sources.' Of all the revenues collected for meeting the 
annual expenses of the government, less than two per 
cent is derived exclusively from taxes upon realixed 
wealth ; over ninety-eight j^er cent falls uix)n consump- 
tion, and is taken mainly from the earnings of those 
who depend upon small incomes for their livelihood. 

In the adjustment of the federal budget, the ques- 
tion of incidence seems never to have been taken se- 
riously into account The problem is one of party 
ex|)ediency, the aim being to raise the revenues where 
they will cause the least outcry. Our financial leaders 
have not had ''a mixed and joint regard for the two 
great descriptions of taxation, the attractive sisters,^ 
the direct and indirect taxes, but liave wooed the latter 
to the utter neglect of the former. 

How unequal are the resultant burdens of this dis- 
crimination appears from a contemplation of the iuci- 
denoe of such taxes as the customs duties and those 
levied on whiskey, malt liquors, and tobacco. Such 
taxes are in their operation regressive.* They bear with 

1 ThsM sre Ihs lecsipti for 1S06. 

• ** A Ux Is aald to be tognmiw when Ihs mis per cent iwBwasM 
ss ibs properix docrasiio*."— £lv. 
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greatest sererity upon those least able to sustain them. 
Consumption of staple commodities is not in proportion 
to wealth or income. Taxes paid thereon are in like 
' manner per capita rather than proportional. Indirect 
taxes, snch as the duties on liquors and tobacco, are in 
efiFect exaggerated poll taxes, for their incidence is not 
only without regard to the ability of the payer to sus- 
tain them, but they grow unduly with each intermediate 
transfer, and take and keep from the pockets of the 
payer much more than they turn into the Treasury. 

During the period extending from 1872 to 1894, the 
federal government collected from customs and inland 
tources approximately $7,000,000,000, of which $4,160,- 
630,000 was produce<l by the customs, and $2,703,930,- 
000 by the excise. The collections from sources which 
might be termed direct do not merit mention. Turely 
there is no crying hardship, no glaring injustice, Mn 
compelling vested wealth and those enjoying large in- 
eomes to contribute a small percentage of the surplus 
for the support of the state, when all other taxes dis- 
criminate against those having small and precarious 
means of livelihood. 

Were our State and local taxes properly devised, 
these inequalities would be in large part corrected* 
But the reverse is more usually true. An examination 
of the assessors' books of any State or city shows the . 
greatest inequality in the ratio of assessment, and the 
discrimination is always against the small holder. Kot 
only is his realty rated higher, but necessarily his tan- • 
giUe personalty is returned more fully and completely ; 
for by crude methods of assessment it is likely to be 
fated at its approximate value, rather than at a fraction 



UNDEU PEACE CONDITIONS. 



289 



thereof, as is the ease of the richer members of the 
community. 

When a comparison is made between rural and urban 
districts, similar conditions appear. Intangible person- 
alty is returned in a ratio inverse to i)opulation, wheui 
as a matter of fact, the great bulk of stocks, bonds, 
and credits are to be found in our cities, where from 
one-lialf to nine-tentlis of it escapes. In the country 
districts, on the other hand, every man is practically an 
assessor, and is interested in the return of his neigh- 
bor. Fuller and more complete returns are secured, 
and not only tangible, but intangible, personalty is 
scheduled at approximately its full value. 

The substantial result of both national and local sys- 
tems of taxation is undue pressure upon small holdings 
and incomes, and the disproportionate shifting of the 
burdens of government upon those least able to bear 
them. We have departed a long way from the ideal, 
and it makes little difference what be our canon for the 
proper distribution of taxes ; the present arrangement 
is unjust in its incidence, cumulative in its tendenciesi 
and regressive in its principle. 

The income tax stands as a sort of equalizer. Xhec^ 
retically satisfying the demands of equality, it should 
occupy a position in any complete and well-ordered 
fiscal scheme to equalize the burdens of the indirect 
taxes of our federal system, as well as the inequalities 
induced by legislation, and the faulty methods of assess- 
ment in vogue in our States. It not only reaches vested 
incomes from jirivileges, as rent, but it demands a share 
of the revenues of talent and ability, as well as of such 
intangible forms of wealth as escajie local officials by 
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*Milty assessment, or by migration from locality to 
locality. Nor can income be hypothecated at assess- 
ment days, and the duty avoided by the incurrence 
of liabilities, as can the tax on personalty. Income 
is usually a definitely ascertainable amount, and, by 
the honest-intentioned, the easiest of taxes to return. 
Rarely would it be necessary to examine the books of 
a person to rerify returns, and the goremment owes 
no obligation or consideration to the dishonest taxable 
endearoring to elude the duties of citizenship. Jlore- 
orer, it demands contribution from individuals in ac- 
cordance with ability, in proportion to the revenues 
enjoyed under the protection of government The in- 
come tax would, moreover, induce a closer scrutiny of 
government exixsnditurcs, and a more careful surveil- 
lance of public servants. Indirect taxation and extrava- 
gance have ever gone hand in luind. When government 
touches the pocket of the citizen directly, however, it 
induces a iiatriotic inspection of party stewardship, and 
a more watchful observance of its action. 

Measured by broad principles of equality and political 
expediency, the income tax is demanded by many con- 
siderations of public welfare. Does it bear examination 
equally well from a practical, fiscal ijoint of view ? If 
it fails in administrative features, if too costly of coUec- 
tioo, if it cripples industry, or is unjust in ito incidence, 
It can have no permanent claim to public favor. And 
upon no point has the income tax been assailed so 
vebemenUy, or denounced so bitterly, as regaids its 
administrative features. It is held to invade the sano- 
tity of a man's most personal affairs, to lay open to the . 
iaqoisitive eye of the official, and perohance the public, 
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his income, and, in case of inspection, his business meth- 
ods as well. It is, in effect, said to be an inquisitorial 
tax par exedUnee. How little real force this objection 
has is seen from the ease with which the tax of 1804 
was assessed. The large authority reposed in the eoUeo- 
tors induced prompt and quite general compliance with 
the law, while the penal clauses for violation proved a 
tolerably thorough check to attempted evasion. Even 
with the tax assessable upon all save small incomes, 
it would be less inquisitorial than the returns required 
in any one of our States of iiersonal property, returns 
which are usually open to public inspection. Those who 
urge this objection also fail to take note of the fact that 
in the collection of the taxes on distilled spirits, the gov* 
emment is the practical operator of the still, while in 
the taxation of malt liquors and tobacco the closest 
supervision is maintained. 

Experience also shows the income tax to be the cheap- 
est of taxes to collect With the possible exception of 
the duties on corporations, which were collected by the 
internal revenue office at Washington direct from the 
payer, the income duty was one of the most economical 
of taxes which lias ever been imposed. During the war, 
when the cost of returning the inland revenue was be- 
tween three and four per cent, the estimated cost of the 
duty on incomes was not in excess of two per cent 
The reason is plain ; and this advantage would have been 
even more marked now than then, for the tax would 
have been collected mainly from corporations direct, at 
scarcely any cost 
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TIIK COXflTITITTJOKALfTT OF THK fKCOMK TAX. 

Bat however just and defensible the tax may hare 
been, and however necessary to equalize the burdens of 
federal taxation, it was to be tried in another forum. 
Despite the fact tliat the meaning of Sect 2, Art. 1, 
of the Constitution, which provides ^'that representa- 
tives and direct taxes shall be apportioned among the 
several States according to their respective numbers," 
had been interpreted uniformly and unanimously upon 
several different occasions, and despite the fact that the 
meaning of direct taxes within the Constitution, as fixed 
by judicial determination, seemed to be limited to taxes 
on land and the capitation tax, the constitutionality 
of so much of tlio measure of Aug. 28, 1894, as ap- 
plied to incomes, was- again raised. Three cases were 
brought to enjoin the Commissioner of Internal Rev- 
enue from collecting the tax, one in the District of 
Columbia, the other two in New York. Both the Ut- 
ter cases were appealed from the decision of the Cir- 
enit Court for the Southern District of New York, which 
liad affirmed the law by a divided court The cases 
were argued before the Supreme Court, IFarch 7, 8, 11, 
12, and 13, Attorney-general Olney and Assistant At- 
torney-general E. B. Whitney apjiearing for the govern- 
ment; and Messrs. Joseph H. Choate, W. D. Gurtrie, 
C. A. Seward, B. H. Bristow, David Willoox, Charles 
Steele, and Charles F. Southmayd for appellants; and 
Herbert B. Turner, J. C. Carter, W. C. Gulliver, and F. 
B. Candler for appellees. 

Upon appeal, tlie exceptions to the ruling of the Cir- 
eait Court were as follows: Fir$i. That the Act im- 
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poses a direct tax in respect of the rents, issues, and 
profits of real estate, as well as of the income and 
profits of personal property, and not being apportioned, 
is in violation of Sect 2, Art 1, of the Constitution. 

Seeoftd. That the law, if not imposing a direct tax, is 
nevertheless unconstitutional in that its provisions are 
not uniform throughout the United States, and do not 
operate with the same force and effect ui)on tlie subject 
of the tax wherever found ; and in that it provides ex- 
emptions in favor of individuals and coixirtnerships, 
while denying all exemptions to cor]x>rations having 
simihir income derived from like property and values, 
and provides for other exemptions and inequalities in 
violation of Sect 8, Art 1, of the Constitution. 

Third. That the law is invalid so far as imposing 
a tax upon income received from State and muniotpal 
bonds. 

Chief Justice Fuller delivered the opinion of the 
Court, and after reviewing the constitutional points 
involved, and the previous determinations of the Su- 
preme Court, stated in jiart, as the opinion of the major- 
ity of the court, that it is established : Tlmt as taxes oo 
real estate belong to the class of direct taxes, therefore 
any taxes on the rent or income of real estate, which is 
the incident of ownership, belong to the same class, and 
that, therefore, so much of the Act of Aug. 16, 1894, as 
attempts to impose a tax upon the rent or incume of 
real estate without apportionment is invalid. 

The Court was further of the opinion that the Aet 
was invalid so far as it attempted to levy a tax upon 
the income derived from State or municipal bonds, or 
upon the sakries of judges of the courts of the 
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States. As a municipal corporation is the representa- 
tire of tbe State ami one of the instrumentalities of the 
State government, the proi)ertics and revenues of muni- 
cipal corporations are not the subjects of federal taxa- 
tion, nor is the income derived from State, county, and 
municipal securities; since taxation on the interest 
therefrom operates on the power to borrow before it 
is exercised, and has a sensible influence on the con- 
tract, and therefore such a tax is a tax on the power of 
the States and their instrumentalities to borrow money, 
imd consequently repugnant to the Constitution. And 
the decree of the Circuit Court was declared to bo 
reversed in respect only of the voluntary payment 
of the tax on the rent and income of real estate, and 
that which was held by the trust comiuinics in trust, 
and on the income from municijial bonds held or owned 
by them. 

Upon each of tlie other questions argued at the bar, to 
wit: (1) whether the void provisions as to rents and 
incomes from real estate invalidates the whole Act; 
(2) whether as to the income from personal property as 
such the Act is unconstitutional as laying direct taxes ; 
(S) whether any part of the tax, if not considered as a 
direct tax, is invalid for want of uniformity on either of 
the grounds suggested, — the justices who heard the 
argument were equally divided, and therefore no opin- 
ion was expressed. Dissenting opinions were delivered 
by Justices White and Harlan.' 

By this decision the law was left in an emasculated 
condition, and its enforcement would have induced exag- 
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•« The ConiUiation ordains amrmatively, he said, that repre- 
ientaliret and direct taxes sliall be apportioned among the 
•ereral States aeconling to nuinlicrs, and negativeiy that no 
direct tax sh*li be laid imless in proportion to the eniunera- 



fi 



The opioion continued : — 

^ It is said that a tax on the whole income of property is not 
a direct tax, in the meaning of the Constitution, but a duty. • . . 
We do not think so. Direct taxation was not restricted in one 
Weath, and the restriction blown to the winds in another.** 

. The opinion next took up the argument that a tax on 
the general income of property is not a direct tax within 
the meaning of the Constitution ; and on this point the 
Court held : — 



«« 



The Constitution prohibits any direct tax, unless in propor- 
tioo to Bombers as ascertained by the census; and, in the light of 
dreomstances to which we hare referred, Is it not an OTasion 
of that prohibition to hold tliat a general unapiwrtloned tax im- 
posed upon all property ownen, as a body, for, or in respect of, 
their property, is not direct, in tlie meaning of tlie Ccnstiiution, 
because eonflned to the income therefrom f Whaterer the specu- 
lative riews of political economists or revenue reformen may be, 
can it be properly held that the Constitution, taken in its pUin 
and obvious sense, and with due regard to the circumstances 
attending the formation of the government, authorises a general 
unapportioned tax on the products of the farm and the rents of 
leal estate, although imposed merely because of ownership, and 
with no possible means of escape from payment, as belonging to 
a totally different chus from that which includes the property 
from whence the income proceeds f 

** There can be but one answer, unless the constitutional re- 
ttrletloo is to be treated as utterly illusory and futile, and the 
object of its fnimers defeated. We find It impossible to bold 
that a fundamental requisition, deemed so Important as to be 
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** If It were the fact thai there had been no income tax kw, 
toeh at this, at tlie time the Conttltutlon wae framed and adopted, 
It woold not be of controlling Importance. A direct tax cannot 
be taken oot of the constitntional rule, because the particnkr tax 
did not exift at the time the rule was prescribed. • • . The 
power to tax real and personal property and the income from 
both, there being an apportionment. Is conceded; that such a tax 
Is a direct tax in the meaning of the Constitution has not been, 
and in our Judgment cannot be, successfully denied ; and yet we 
are thus Inrited to hesitate in tlio enforcement of the mandate 
of the Constitution, which prohibits Congress from laying a direct 
tax on the rerenue from proiierty of the citiMU without regard to 
State lines. . . . We are not licrc concerned witli the question 
wbetlier an Income tax Ims or be not desirable, nor whether such 
a tax would enable the government to diminish taxes on con- 
sumption and duties on imports, and to enter uiK>n what may be 
bellered to be a reform of its fiscal and conmicrcial system. 
Questions of tluit character belong to the controversies of politi- 
cal parties, and cannot be settled by Judicial decision. In these 
cases oar province is to determine whether this income tax on 
the revenue from property does or does not belong to the class of 
dUect taxes. If it does, it Is, being nnapportioned. In vloUtJon 
to the Constitution, and we must so declare. . • • 

** Wa have considered the Act only in respect of the tax on 
Iiieome derived from real estate and from invested personal prop- 
erty, and have not commented on so much of it as bears on gabis 
or profits from business, privileges, or employments, in view of 
the Instances In which taxation on business privileges or employ- 
Bents has assumed the guise of an excise tax, and been sustained 
aasocli. 

** Being of opinion that so much of the sections of this law as 
lays a tax on Income from real and personal property is Invalid, 
we are brought to the question of the effect of that conclusion 
npon these sections as a whole. . . . According to the census 
the Irae valuation of real and personal property in the United 
Stales hi 1800 was $05,097,001,107, of which real esUte with im- 
pfvremenls thereon made up M>,r44,&44,33S. Of course, from 
the kller most be deducted, In applying these sections, all un* 
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productive property, and all property whose net yieUl does not 
exceed W,000 ; but even with such de<luaions it is evident tliat 
the income from realty formed a vital part of tlie scheme for lax« 
atlon embodied therein. If that be stricken out, and also the 
Income from all invested personal property, bonds, stocks, Invest- 
menu of all kinds, it is obvious that 1^ far the laq^t part of the 
anticipated revenue would be eliminated, and this wouki leave 
the bunlcn of the Ux to be borne by professions, tnules, emptoy- 
mcnts, or vocations; and In that way what was intended as a tax 
on capital would remain in substance a Ux on occupations and 
labor. We cannot believe that such was tbo intention of Con- 
gress. We do not mean to say tliat an Act, laying by apportion- 
ment a direct Ux on all real esUte and personal property or the 
income thereof, might not also lay excise Uxes on business, prlv- 
lieges, employments, and vocations. Hut this U not such an Act, 
and the scheme must bo considered as a whole. 

" Being Invalid as to the greater part, and falling, as the Ux 
woukl if any part wore held valid, In a direction which could not 
have been contemplaUd exoept in eonnecUon with the Uxathm 
considered as an entirety, we are constrained to eoncluda that 
Sects. 27 to 37 inclusive of the Act, which became a kiw with- 
out the signature of the PresMenl on Aqg. 28, 1804, are whoUy 
Inoperative and void. 

•• The conclusions of the Court aw as follows .-JTrsl. We ad- 
here to the opinion already announced that Uxes on real estau 
being indispnubiy direct taxes, Uxes on the renU or laconet of 
real esUU are equally diiect taxes. 

" Second. We are of the opinion that Uxes on pereonal prop- 
erty or on the income of personal property are likewise diraci 
Uxes. 

''Third. Tlie Ux imposed by SecU. 27 and 87, inclusive, of 
the Act of 1804, so far as it falls upon the income of real esUte 
and of personal property, being a direct Ux within tlie nteaning 
of the Constitution, and therefore unconstitutional and voW, 
btt»use not apportioned according ia tlie lepiesentatioa, all 
those sections consUtuting one enUre sclieme bl taxation ara 
necessarily Invalkl. 

••The decrees hereinbefore entered In tliis Court wUl be is^ . 
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cated. The decraet below will be rorened, and the eaiet 
raMtnded with inttmctions to grant the relief prayed.'* > 

The deoUion ia perhapa the moat important that haa 
been handed down by the Supreme Court in yeara. 
Not only may the limitationa which it placea upon the 
powera of Congreaa aerioualy cripple the Treasury in time 
of emergency, but, aa in the Legal Tender decisiona and 
the report of the Electoral Commission, it indicatea the 
extraordinary powera which may be wielded by one man 
in determining the fundamental law of the land. The 
deciaion waa reached by a vote of five to four on the 
final bearing. The judgment of one man upon a contro- 
verted point waa enough to overthrow the uniform decia- 
iona of the aame Court, aa well aa the aettled conviction 
of Congreaa and the public for over a century. With- 
out queation Congreaa had accepted aa aettled the mean- 
ing of the Conatitution in thia regard, and had embodied 
ita oonviction in aeveral measures. But thia fact, aa 
well ti the uniform holdinga of the Supreme Court, 
aeema to have had but little weight It muat be 
•einiowledged that the doctrine of stare deeUu haa 
received a aevere blow, when a Court, whose claim 
to honorable distinction resU most largely on the con- 
sistency of its decisions, gives no consideration to five 
separate determinations, in which the meaning of the 
Constitution is passed upon without dissent by over a 
wexm of justices ; when the fact that in one of these 
two of the presiding justices had been members of 



> For r«n text of the opinion, as well m difMBttog opinions of Jna- 
tlces Harlan, Brown, iwcVmm, and White, rf«fe Polloek v«. FannoffS' 
LoMi and Trml Covpaajr, <f «/.i Ul Snprane Conri Reporter, pp. 
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the Constitutional Convention and were most qualified 
to speak upon the subject, while upon two other oeeik 
sions, by a unanimous Court, the income tax had been 
held to be a duty, and not a direct tax within the mean- 
ing of the Constitution. In 1895, by a majority of but 
one man, it is determined that Chief Justices Chase and 
Waite, and Justices Wilson, Kelson, Miller, Strong, 
Bradley, and others, were in error, and the dissenting 
voices of twenty-three justices are overruled by the 
opinions of five men. Such a reversal of established 
opinion could only be warranted on the ground of new 
historical evidence as to the meaning of the term ^'di* 
rect taxes'' in the eighteenth century. And this evi- 
dence was of the moat indirect kind, and waa far from 
conduaive. Conaiderable material indicating the exia- 
tenoe of modified income taxea in the coloniea at the 
time of the adoption of the Conatitution waa introduced 
by the appellanta* counael. From other sourcea were 
added notea from correapondenta, fragmenta of debatea 
and controveraiea, and the aubeequently recorded opin- 
iona of membera of the Convention. Yet thia waa far 
from convincing ; and it ia quite aa reaaonable to auppoio 
that the framera of the inatrument had in mind Pimpoi 
unique of the French Phyaiocrata, aa that they appre- 
ciated the adminiatrative diatinctions followed by the 
Court 

The fiacal conaequenoea of the deciaion may be quite 
aa portentoua aa the legal and political onea. While the 
revenuea are redundant, and th^ ouatoma and exciae ade- 
quate to aupply all poaaible current needa of the govern- 
ment, the queation ia one of but little moment In caaea 
of emergency, however, tho income tax ia moat easential 
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to an adequate fiscal policy. In time of war the cus- 
toms duties are most unstable, as the experiences of the 
wars of 1812 and 18G1 give evidence, and cannot be 
relied upon to satisfy any increased demands placed 
upon them. The excise in like manner is slow in yield- 
ingi and when imposed upon consumable commodities 
may work grievous injustice. No tax is so fitted for 
emergency purposes as the income tax ; for its yield is 
immediate, the receipts capable of expansion to meet 
unforeseen exigencies, while its operations are in no 
aense obstructive to the freedom of industry and trade. 

The result of the decision deprived the Treasury of 
about $30,000,000, about two-thirds of the sum needed 
to satisfy the deficit of 180o, which was something 
less than $45,000,000. The losses lay mainly in the 
deportment of internal revenue, and were traceable to 
the large withdrawals of spirits, taken from bond in the 
months previous to the date when the law of 1804 went 
into effect, and which greatly diminished production and 
receipts for the following fiscal year. 

In addition to the duty upon incomes, ihe measure of 
Aug. 28, 1804, provided for a tax of two cents per pack 
npon playing-cards sold within the United States subse- 
quent to Aug. 1, 1804, as well as an increase of twenty- 
two and one-half per cent in the rate upon distilled spir- 
it% or from 00 cents to $1.10 per gallon, which increase 
was to be levied and collected u^xin all spirits in bond at 
tlie time of the passage of the Act or thereafter manufac- 
tured. This provision differed from previous legislation, 
in that the new rate was payable ui)on all spirits in bond 
latiier than upon future production only. But, des- 
pite this provisioui the gains which accrued to specular 
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tors were enormous, for it was evident as early as Juno 
that the tax would be increased. As a consequence, pro- 
duction was very active during this period, and speemlk^ 
tors and distillers withdrew spirits in great quantities in 
order to anticipate the increase of the rate. During the 
months of July and August, 1894, 26,500,000 gallons 
more of spirits were withdrawn from the bonded ware- 
houses than during the same months of 1803; while 
the total withdrawals during the two months previous 
to Sept 1, 1804, were 30,554,088. Upon these with- 
drawals the old rate of 00 cents per gallon was paid, 
with the idea of holding the product until the new duty 
went into effect, when the stock would be disposed of 
upon the basis of the new rate. Assuming that the ad- 
vantage which accrued upon withdrawals during the 
months previous to July offset any overestimate, the 
gains to distillers and speculators could not have been 
less than seven million dollars, all of which should have 
been saved to the Treasury. 

The measure further provided for an extension of 
the bonded period from three to eight years. In the 
past it has been the custom to collect the tax on tobacco, 
as well as the customs duties, when tlie commodity 
entered tlie market for consumption ; but the princixde 
has never been applied to sx>irits. The distiller lias.not 
only been required to pay the highest rate of tax im- 
posed ujion any product under the lan-s, but has been 
compelled to jiay the same within a spocifie<l time, no 
matter what the demand for spirits or the condition of 
the market This provision was frequently a cause of 
great hardship ; and while an unlimited bonded period is 
not granted under the present law, as is permitted in 
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tobiooo and malt liquors, it has been extended to eight 
years, a provision which afiFords great relief to producers. 
How burdensome the former law was is shown by the 
large number of failures which occurred among distillers 
and holders of stock during the early days of the recent 
commercial depression. 

From this increase of the rate to $1.10 a gallon, an 
annual gain of twenty million of dollars is anticipated 
to the revenues. 

The collections for the past three years from internal 
sources hare been as follows, those for 1895 being under 
the reTised rate : — 

OSJBCTi or TAXATION. ISSi* ISSI. ISSi* 

Wiom spirHt and IIommo 
Uaet upon reeilSeti, buw- 

«lact«fen, dealert, etc . 901,790,900 fS5,209,958 970,S03,fl27 
Wtom tobaeeo (ebowlnf And 

nMkiRf) 31,S8D,711 9S/U7,S0S 90,7OA,00S 

FMm fennentod llqvois mad 

.... 82,S4S,9S3 31^14,7SS S1,6I0,61S 
«... 1,070,043 1,793^79 1^409,911 

.... n,131 

Bankiv btuiketii etc ... 9 

JCieeelUuieoiia, — inel « d i Bf 
peaftlilM, opfWB, |»laf iDf- 
€Mdfl,eCe.i 175,300 1S3,0SS 661,083 

raoelptt. . . . $101,001,087 $147,108,447 $143,940,078 



THB lyCIDBXCB OP TUB IXTERKAL TAXES. 

The diarge is not infrequently brought against the 
ezeise, as it now stands, tliat, although theoretically a 
tax upon luxuries, it is in reality a burden upon the 
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wage-receiving classes. It is these classes, it is eon* 
tended, who form the largest consumers of liquors and 
tobacco; and it is just this class which it should be the 
first aim of the government to protect The almost 
universal consumption of tobacco and malt liquors ren- 
ders them, as a matter of fact, a necessity to the major- 
ity of the people ; and the w-uit is of such an intense 
onler tliat it is usually satisfied even before those moro 
essential to comfort. This objection resU largely upon 
the theory that all taxes upon commodities are eventu- 
ally shifted to the consumer ; that any addition to the 
cost of production in the fonn of a tax is forthwith 
added to price, and is thus diffused throughout the 
community. The substance of this argument is as fol- 
lows: The manufacturer who paj-s the tax originally 
will not deduct the same from his profits, for in a sys- 
tem of free competition they are already at a minimum. 
He therefore views it as one of the essential incremenU 
of cost of production, and adds it to price, together with 
a profit for the use and advancement of capital. Other- 
wise he would cease producing. He cannot recoup him- 
self from labor, nor from the farmer who produces the 
raw product The same process goes on in the retail 
transaction, until the enhanced cost is eventually taken 
from the final payer, who consumes tlie product But 
this theory is only true under conditions of perfect 
competition, conditions which, in the subjects under 
consideration, do not exist ; for the production and sale 
of whiskey, malt liquors, and tobacco are, in a measure, 
subject to the laws of monopolistic value. Now, mani- 
festly, the principle of diffusion recognized to be true in 
conditions of free competition is inoperative here, inas- 



256 



TUB INTERNAL BBVENUB SYSTEM 



nraeh as free oompetitUm doee not exist Profits aroi 
tlierefore, not regulated by the mean average profits se- 
cnred in other industries ; for monopoly price is always 
fixed at tlie point where the largest sales and tlie largest 
net profits will be realized. The substantial truth of 
this theory is seen from an investigation of the influ- 
ence of the changes of rate upon prices. During the 
course of the extraordinary system in operation during 
tlie war, the price of spirits sold over the bar did not 
vary. AVliether the tax was two dollars, or fifty cents, 
a gallon, the retail price of the article remained practi- 
cally the same. The recent experience in regard to 
tobacco shows the same phenomena, the tax being prac- 
tically paid either by the producer or the dealer. A 
partial shifting of the tax is bro*ight about by adulter- 
ation and the use of inferior grades of the article ; but 
the unusual profits derived from tlie retail liquor and 
toljocco traffic, as seen from the fact tliat a large family 
may be supixnted from the income of a small establish- 
ment, as well as the practical concentration of the busi- 
ness of distilling, brewing, and tobacco manufacture into 
a few handsy which has taken place in recent years, 
leads to the belief that, unlike other commodities of 
universal oonsumjytion, the tax upon such articles as we 
are considering is, in part at least, extracted from mo- 
Dopolistio profits, and is by no means wholly shifted 
upon the consumer. 

COiraUMFTIOK AS IKPLUBWCKD BY TAXATfOK. 

Reference has heretofore been made to the infiuence 
of taxation in determining prices and the consumption 
of siiok staple articles as fbod, clothing, and the like{ 
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and the inference was drawn that taxes, if heavy, might 
be a factor of some importance in determining the 
standaitl of living of a people. During the debates in 
Congress, one of the reasons most f requoiitly urged for 
the retention of the two<lollar rate upon distilled spir* 
its was the deterrent effect expected upon consumption ; 
for it is a principle well recognized in economic science 
that the demand for any article of general consumption 
is more or less dependent upon price. It is a current 
tiieory, however, that in certain articles for which the 
demand may be said to l)e <' intense," this principle is 
in abeyance. For such articles the demand is said to 
be <' inelastic,'' and varies but slightly with the altera- 
tions in price. Whiskey, malt liquors, and tobacco are 
held to be pre-eminently of this class of commodities, 
and for this reason are especially tittod for taxation. 

Our own experience seems to demand some modifica- 
tion of this principle ; for the consumption of whiskey, 
malt liquors, and tobocoo, as found in the returns of the 
Treasury Department, indicate that the duties are to 
some extent reflected in consumption, although not in 
any exact ratia 

But little, if any, reliance can be reposed in the 
statistics of production prior to 1868, in so far as they 
are indicative of the consumption of these years, inas- 
much as evasion was so universal, and production so 
irregular and speculative, that any attempt to measure 
the consumption by the amount returned for taxation 
would be misleading. Since that date, however, the 
reports offer data from which surer inductions can be 
made, although even these returns must be taken with 
considerable allowance* By reference to tables upon a 
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preeeding pag«/ it will be seen that production was 
greatV Btimulated in the two years imm^iately snbse- 
qnent to 1868 ; the per capita production in 1870 being 
2.03 gallona, and the total tax-paid product 78,600|000 
gallons. 

From this time on domestic production continued to 
decline nntil 1878 ; and the average per capita consump- 
tion fell from 2.03 gallons in 1870, and 1.58 gallons in 
1873| to 1.07 and 1.09 gallons in the fiscal years 1878 
and 1879 respectively. With the renewal of business 
during the years which followed, the annual taxed pro- 
duction increased from 60,704,180 gallons in 1878 to 
79,616,901 in 1884, and the per capita production in- 
creased during the same years from 1.07 gallons to 1.48 
gallons. During the period from 1871 to 1880, there was 
this marked reduction, both in the production of the 
country as well as in the amount consumed by the peo- 
ple; and this, too, notwithstanding an increase in the 
population of the country during the same period of 
thirty per cent The tax-rate was increased twice dur- 
ing this period, — in 1872 to seventy cents per gallon, 
and in 1875 to ninety cents : but it is by no means safe 
to infer that the diminution in production, and con- 
sequentiy of consumption, is traceable to the increased 
rate ; for a disturbing element enters in, in the unprece- 
dented oommercial d^prossion, which, beginning in 1878, 
continued down almost to the end of the decade, and 
tended to check the consumption of all commodities. 

Since 1880, again, the increase in the oonsumption of 
spirits has been continuous and rapid During the sue- 
eeeding deeade^ with an increase in the population of 

>8ssf.»k 



24 per cent, the increase in consumption was 30.8 per 
cent, or a per capita consumption in 1800 of 1.35 gal- 
lons, as compared with 1.23 gallons in 1880. During 
the three years subsequent to 1890 the consumption has 
increased at an even more remarkable rate, growing out 
of all proportion to the increase in population ; the an-, 
nual increase in tax-paid production being 10,000,000 
gallons, the per capita consumption in 1803 being 1.48 
gallons. And just as the diminution in oonsumption 
during the previous decade is attributable to general 
economic and industrial conditions, so the increase re- 
cently recorded is due to the very general and widely 
diifused prosperity of the country. The country was 
growing rich at an unprecedented rate; wages were 
high ; redundant crops, in the face of partial failure of 
European harvests, eased the distress of the fanner, 
and enabled him, along with the laborer, to improve 
his condition of life, and expend more on luxuries. 

It is, moreover, to be borne in mind that these figures 
are only indicative of the amount withdrawn from bond 
during these years, and it is unsafe to assume that they 
accurately represent consumption; for, under existing 
statutes, spirits dc^iosited in a distillery warehouse were 
compelled to be withdrawn, tax paid, within three years 
from date of entry. In the fiscal years 1884 and 1886 
taxes thus became due upon an unusual amount of 
spirits, which were withdrawn <n consequence of the 
three years limitation, and without regard for the de- 
mand for consumption. Uany thousands of barrels 
were also withdrawn for export for the same reason, in 
subsequent years to be returned to the United States 
for sale. In this way overproduction in years of plentf 
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has operated to depiess leccipte in subacqucnt years, 
aod to cauie an apparent increase in consumption in 
others. The same disturbing elemente prevailed during 
the years 1890, 1891, 1892, and 1893, when there was a 
steady increase in withdrawals of tax-paid spirits, due 
to heavy production in the years extending from 1887 
to 1890. Sporadic increase or decrease in withdrawals 
is not, therefore, to be attributed to increase in con- 
somption, or loss from evasion, until all the elements . 
are taken into account. 

AMien allowance is made for these influences, as well 
as the commercial depression extending from 1873 to 
1880, it becomes doubtful if any great influence upon 
consumption can be attributed to the slight alterations 
in the rates. Unquestionably the imposition of the two- 
dollar rate in 1864 operated as an effectual check to 
household consumption, such as was well-nigh universal 
previous to that time j and the rate has been sufficiently 
high ever since to prevent its revival. 

During the investigation of the Revenue Commission 
in 1866, testimony was taken upon this question ; and, 
while considerable diversity of opinion was exhibited 
by experte on the subject, the Commission held that the 
imposition of the heavy duty had undoubtedly been 
a potent influence in determining consumption. Some 
estimated the reduction in consumption for drinking 
purposes consequent upon the imposition of the two4ol- 
lar rate in 1864 as high as seventy-five per cent, while 
others wew unable to recognize any perceptible diminu- 
tion. The discrepancy was due to the diflference in the 
point of view of the observers, but it appeared oonclu- 
sive to the Commission that a Utfge reduction in con- 
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sumption was observable on the part of the working 
classes. Previous tp the imposition of the tax, raw 
whiskey had been retailed at from fifteen to forty cento 
per gallon. At this cost it was possible for the very 
poorest to partake very freely of whiskey as a beverage, 
while it was the custom of agriculturisto to buy whis- 
key by tlie barrel, and to dispense it freely for their 
hands during the season of harvesting. 

With the advance in the price of the article to sixty 
cento per quart, and two dollars and twenty-five cento 
per gallon, such free use was rendered impossible ; and 
while consumption over the bar lias possibly remained 
more or less constont, the amount of home consump- 
tion has perceptibly diminished. Along with this, there 
was observable an increase in the consumption of malt 
liquors, which liave been quite largely substituted for 
distilled spirits.^ The statistics seem to establish that, 
while the original imposition of a high rate had a 
marked effect upon consumption, since 1868 the changes 
in the duty have not been sufficient to influence to any 
degree the price or the demand for the article. During 
tlie last thirty years the price of whiskey over the bar 
has not changed ; and if any diminution in consumption 
has occurred, it lies in other directions. 

It is probable, however, that the increase in rato has 
led to adulteration in the qiuUity of spirits. AVith whis- 
key obtainable at twcnty-five cento per gallon, as befora 
the war, the consumer was assured a comparatively pun 
article, because the inducement to adulteration was but 
slight But with a tax added thereto of from 200 to 



1 Rspori of RsTaoas ComMiitk»i, p. IS. 



862 TUB IJITEBNAL BEVENUE SYSTEM 

400 pet cent, the incentires to dishonesty ate too great 

to be resisted. ♦„!«-«» 

A ftttdy of the statistics of consumption of tobacco 
•ad malt liquors does not materially modify these con- 
dnsioDs; although it appears that the demand for the 
latter articles was bat litUe affected by the commercial 
depression of 1873, as the consumption increased at a 
pntty nniform rate daring these yeais. 
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Such is the history of the internal revenue tystemi 
from its inauguration by Hainilton over one hundred, 
years ago, down to the present time. It has now become 
a recognized and essential portion of our financial order^ 
and there is no possibility that it will soon be aban- 
doned. 

Upon this basis and under ordinary conditions, it is 
above reproach from an economic standpoint, while no 
department of the government is administered with 
greater fidelity, or is freer from reproach. However 
faulty it may have been at the period of its greatest 
extension, when the necessities of life formed the prin- 
cipal sources of revenue, the same objections cannot now 
be urged against it, reduced as it is to the smallest poe* 
sible compass, and based only upon those articles recog- 
nized quite universally as deleterious both to tlio morals 
as well as the social well-being of the community. At 
the present time frauds have practically ceased, save in 
the outlying districts ; and even these are rapidly being 
brought under federal supervision by the improvement 
of the means of transportation, i^nd the encroachment of 
civilization into the heretofore sparsely populated die- 
tricts. 

As to the position which the eaLoise will ooeapy in the 
future it is idle to conjecture. With the retorn of good 
times and the increase of customs rewme, certain por- 
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tioiis of it may be relinquished ; but, in some form or 
other, it is safe to assume that it will always perform a 
•abstantial service in our budgetary arrangement 

And in view of the recent necessities of the Treasury, 
and the possible prospective demands for an increase of 
the revenues, owing to the determination of the Supreme 
Court in regard to the income tax, it becomes a matter of 
present interest to take stock of our resources. It 
would seem advisable, in case further reliance upon in- 
land sources be found necessary, to look for the same 
from an increase in the rates on malt liquors and tobacco. 
The consumption of the former article as a beverage has 
of late years increased at a phenomenal rate, the quan- 
tity taxed per capita having doubled during the thirteen 
years subsequent to 1880.^ Since 1863, when the duty 
was first imposed, the amount returned for taxation has 
increased from 62,000,000 gallons to 1,071,000,000 gal- 
lons, or an increase in the per capita consumption of 
from 1.86 gallons in the former ye^ir to 10.03 gallons in 
1893. During the same years the revenues have in- 
endued from $1,658,000 in 1863 to $32,600,000 in 1893, 
while illicit manufacture is so difficult, owing to the 
fact that large and expensive plants are essential to 
production, that evasion may now be said to be non- 
existent What little fraud does exist is traceable to 
the re-use of stamps which liave never been properly 
cancelled. Farther reasons which indicate this com- 
modity as especially fitted for further taxation is the 
low rate now existing upon it, — i.e. one dollar per barrel, 
or approximately twenty per cent ad valorem, — and thfe 
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large profits accruing from the manufacture and sale. 
It has been estimated that the average cost of beer over 
the counter is not in excess of one and three-fourth cents 
per glass, upon which a tax of one-fifth of one cent per 
glass is levied. An increase of the tax to double this 
amount, or to $2.00 per barrel, would be borne with 
comi)arative ease, the quality of the article would not 
thereby suffer, while the revenue would be increased to 
upwanls of sixty millions a year. 

The duties upon cigars and tobacco are likewise lower 
in the United States than in almost '^y other country. 
In 1890 all license taxes for the privilege of sale were 
removed, and the rates reduced to a uniform tax of six 
cents per pound u^ion manufactured tobacco, and to $3.00 
per 1,000 upon cigars, regardless of quality. With these 
rates increased one hundred per cent, tlie revenues could 
doubtless be augmented to sixty million dollars ; with 
the same rates imposed as prevail in Great Britain, to 
eighty.five millions; and with those levied in France, 
to one hundred and twelve millions. 

The total revenue from the three sources of distilled 
spirits, malt liquors, and toliacco is now something over 
$141,000,000, a sum which could with comparative ease 
1x5 increased to $200,000,000. With such a balance- 
sheet as this, and with such an unparalleled showing of 
resources, no apprehension need he felt for the future ; 
for it is safe to assert that contemporary budgetary his- 
tory makes no like exhibit of unopened resources and 
unemployed powers. 

Whatever may be the contingencies which arise, and 

imluce greater dependence ujion the internal revenue sys- 

. tcm, any reasonable revenues can be sccuriHl from inbnd 
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•oniees without impairment of our industrial vigor, or 
even the creation of appreciable burdens. Our ability 
to sustain taxation, even the most onerous and vexatious, 
was abundantly demonstrated during the war ; and since 
that time the rapidity of our industrial progress, as well 
as our groi^<th in resources and opulence, has been un- 
jiaralleled in the history of nations. AYhile other coun- 
tries, confronted witli bankniptcy and a tax-burdened 
people, are vexed with the problems of expanding 
indebtedness and increasing tax-rates, America stands 
almost alone in the family of nations, with a debt whose 
extinHion is only a matter of a few years. 

At the present time our federal revenue system bears 
so lightly as to arouse scarcely a ripple of dissatisfaction ; 
while the internal taxes alone, reduced as they are to 
small compass and levied at moderate rates, ordinarily 
produce to the Treasury sufficient revenues to satisfy 
the expenditures on behalf of the civil establishment, 
together with the war, navy, and Indian departments. 

It is safe to assert that the records of modem his- 
toiy find no parallel to such a display of resouicei 
hj a great nation. 
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tobacco twistod bj hand or reduced into a condition 
to be consumed, or in any mannor other than the 
ordinary mode of drying and curing, prepared for 
sale or consumption, evoii if proparod without the 
use of any machine or iimtniniont, and without bohig 
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Tax on deficiencies in production of spirits. 

Tax on excess of materials used in productkm of spirits. 

Tax on circulation of banks and bankers. * 
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4047149.9 
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077400.70 

1049,7]0.tl 
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041341740 

9,7014941 

1444437.01 
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1071. 



004940140 

3149,7940 

0410,19040 

34940341 

09749.79 

10 0110119 
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Lirc!«fiK 
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PKn AXV 
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CNABOKS. 
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(t) 




8 


9 


9 


9 
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GS/M^M 
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0,480,780 


4^490,430 830,801 3,820,720 
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1883 
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1884 
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18M 
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1887 
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81^22,187 








\m 


1889 
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1808 
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1891 
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933,177.4;4 
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903,341 
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1434XM,007 830400/80 
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144400,414 810403,800 


9024U3,447 
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TOO 


843400 
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The borrower must return this item on or before 
the last date stamped below. If another user 
places a recall for this item, the borrower will 
be notified of the need for an earlier return. 

Non-receipt of overdue notices does not exempt 
the borrower from overdue fines. 
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